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FOREWORD 


These proceedings document an important initial milestone in the 
implementation of the Financial Administration Act provisions relating to the 
audit and special examination of federal Crown corporations. 


On Monday, 21 October 1985, some 70 senior professionals met in Ottawa for 
a one-day workshop to review the experience of the first year. Most of the 
participants were audit practitioners from the private sector and from my 
Office. However, others interested in the implementation of the new 
legislation were also present. They included representatives from the 
Canadian Institute of Chartered Accountants, the Canadian Comprehensive 
Auditing Foundation, the Crown Corporations Directorate of Treasury 
Board/Finance and the Office of the Comptroller General. 


The workshop provided an opportunity to bring participants up to date with 
developments, allowed an identification and discussion of specific matters 
relating to the implementation of special examinations, and helped improve 
awareness of common responsibilities and challenges. As a result, I believe 
the workshop has made a noteworthy contribution to the limited, but growing, 
body of knowledge about the implications of the new legislation. 


On the one hand, the presentations and discussions at the workshop confirm 
that the concept of "special examinations" falls clearly within the 
mainstream of value-for-money auditing as we have come to know it. On the 
other hand, however, they emphasize that there are specific, innovative 
provisions in the new legislation and that these have to be considered 
carefully. This means that, although our value-for-money audit experience 
has a great deal to teach us as we cope with the new challenges, we will have 
to apply that experience judiciously, in full awareness of the new legislative 
requirements and the Crown corporations' environment. 


Kenneth M. Dye, F.C.A. 
Auditor General of Canada 
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INTRODUCTION 
- OVERVIEW OF PROGRAM - 


Henno Moenting 


Welcome to this workshop on the provisions of the Financial 
Administration Act that relate to audits and special examinations of Crown 


corporations. 


My role as moderator is to try to keep the workshop more or less to 
schedule. As you will see from the program included in the registration kit, the 
schedule is fairly tight. This may be especially true in the afternoon, when there 
will be many matters to discuss in relation to the planning and reporting of special 


examinations. 


I would like to take a few minutes to present an overview of the 


program. AsI see it, our purpose here today is two-fold: 


= First, it is to bring everybody up to date with respect to matters 
affecting the implementation of the audit and special 


examination provisions of the Financial Administration Act. 


- Second, it is to learn more about special examinations through a 
sharing of experiences and viewpoints, and through group 


discussions of some of the more important issues. 


The morning's program deals with both annual audit and special 
examination matters. It centres around presentations by speakers who will 
provide their observations, from different vantage points, on the experiences of 


the first year and on plans for the future. 


The afternoon session focuses more specifically on the special 
examination provisions. That part of the program will commence at 1:30 p.m. in 
the four break-out rooms. I will provide you with further details concerning the 


afternoon program before lunch. 


I am looking forward to a very interesting and fruitful day. To start 
the program, it is my privilege to introduce the Auditor General of Canada - 
Mr. Kenneth Dye. 


OPENING REMARKS 


Kenneth M. Dye, F.C.A. 


Good morning ladies and gentlemen. 


I am very pleased to have this opportunity to welcome you to this 
special workshop, as we look into the audit and special examinations aspects of 


the revised Financial Administration Act. 


I must say I am very pleased to see so many here. I did not think we 
would attract the attention of so many of you, given that we only gave you some 
three to four weeks notice. Thank you very much for taking time out of your busy 
schedules to come here to Ottawa and share your knowledge with us - and maybe 
we can share some of ours with you. I do hope that you will find the day very well 


spent. 


I think our invitation, and your response to that invitation, 
demonstrates that we all recognize that we have a very exciting professional 
challenge to face. More than that, I think we have a real opportunity to expand 


our professional horizons and perhaps to expand the horizons of our profession. 


Some of you will recall that we held a workshop on legislative auditing 
in Crown corporations here in January 1983. At that time we invited a wider 
group; we not only had the audit practitioners present but also the internal audit 
community and the legislative auditing community from around Canada. Today 
we have narrowed that down a bit to involve mainly the practitioners. That is 
because it is we, as practitioners, who must share the responsibility and the 
challenge of implementing these new audit and special examination provisions. So 
I think that it is only reasonable, and it is also a professional obligation on our 
part, to get together to share our experiences and views after the first year of 
operations. I hope that after we take some stock of what it is we have done and 
what it is we know at this point, we can decide where we are now and where it is 


we might go. 


This morning's sessions should bring us to a common understanding of 
the initiatives taken during the past year. That should help us chart some of the 


eourse that lies ahead. 


I expect the working groups this afternoon will be a little more hands- 
on. They should provide all of you with an opportunity to wrestle with many of 
the practical questions and the issues that must be resolved as we do more and 
more of these special examinations. It would not surprise me very much if we 


found that there are a lot more questions than answers at this point in the game. 


There are, after all, many important questions to be discussed. For 


example, I am sure that among the questions that will come up are: 


| 


how is the scope of the special examination to be defined? 


= what are the implications of carrying out special examinations 


on a continuous rather than on a periodic basis? 


= what should we look for in terms of what it is we report? and, 


= what should that report or opinion look like? 


Because it is going to take time to answer those questions, it may well 
be appropriate to think about getting together again in the future, maybe ina 


year's time, to see again what our practical experience has demonstrated to us. 


I am very confident that practitioners getting together in this way are 
going to make a contribution to the Canadian Comprehensive Auditing Foundation 
that has been so helpful in the whole process of promoting comprehensive 
auditing. I hope, too, that some of the discussions here will provide useful input 
to the CCAF conference coming up in December, in Montreal. I also think that 
the results of this workshop might provide useful input to the CICA as it goes 


about its work in setting standards for public sector auditing. 


As Auditor General of Canada, I have a more personal interest in this 
process today. More than anything, on behalf of the taxpayers of Canada, I want 
to have audits and special examinations implemented in such a way that these 
processes form a strong and central part of the new accountability regime for 


Crown corporations. All of us have a big role to play in that process. 


For a long time my Office asked for improvements in the Crown 
corporation audit regime. Those improvements were made last year in the form 
of Bill C-24, which amended the Financial Administration Act. The ball is in our 


court now and we have to give it our best shot. 


I think we can do that by pooling our talents and our experience, and 
by learning from one another in forums such as this. It is important that we all 
keep each other's views and perspectives in mind and share with each other the 


emerging issues and the ways that we have found of dealing with them. 


I apologize for not being able to stay with you all day. I had hoped to 
be with you, but I have a series of briefings going on for most of the day in 
relation to my annual Report to Parliament. I will stay until I must leave later 


this morning and I am looking forward to joining you again for lunch. 


Thank you again for coming. I am delighted that we have such a good 
representation. I also thank the speakers who, I know, have put a lot of effort 


into preparing for today. I hope you all enjoy the day. 


Thank you very much. 


CENTRAL AGENCY PERSPECTIVE 


- ONE YEAR LATER - 


Mary Gusella 


INTRODUCTION 


Good morning. 


I am very pleased to have been asked to speak to you this morning 
about the first year of operation under the new Crown corporations legislation. It 
has been quite a year. With the ink barely dry on the proclamation of the 
amendments to the legislation on September 1, 1984, the government changed. 
This meant that hand in hand with the need to implement the new legislation, 
came a need for a thorough re-examination of Canada's Crown corporations from 


a public policy perspective. 


Before discussing the topics of special examination and audit, I would 
like to take this opportunity to give you some background on the operations of the 
central agencies that deal with Crown corporations. I think this will provide you 
with a framework for the comments that I will be making about the subjects that 


are of particular interest to you here today. 
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The central agency perspective is very much the perspective of the 
Crown Corporations Directorate, which was created in spring of 1984 from the 
two separate groups that had previously functioned in the Department of Finance 


and Treasury Board. 


The Crown Corporations Directorate has an overview responsibility for 
Crown corporations. As of July 31, 1985, there were 59 parent Crown 
corporations. These accounted for the employment of about 211,000 Canadians 
and a net cash flow from the Consolidated Revenue Fund of about $8.2 billion a 


year. 


In the ongoing debate over Crown corporations, much has been said 
about whether we need them and what we should be doing with them. The 
questions about their publie policy role continue to arise. It may be useful, 
therefore, to talk a bit about their nature and the part they play, which make 
them unique from government departments and private corporations, as well as 


the nature of the re-examination of their public policy role that is taking place. 


The mandates of Crown corporations vary greatly and, in fact, are 
interesting to look at. For instance, the Air Canada mandate is to "provide a 
publicly owned air transportation service with powers to carry out other 
businesses incidental to the airline operation, having due regard to sound business 
principles and, in particular, the contemplation of profit." That is very different 
from the mandate of an organization like the Federal Business Development Bank 
which is "to promote and assist in the establishment and development of business 
enterprises in Canada by providing financial assistance, management counselling, 
management training, information and advice." Different again, for example, is 
the mandate of the Farm Credit Corporation which was established "to assist 
Canadian farmers to establish and develop viable farm enterprises through the 


provision of long-term credit and other financial services." 


None of the mandates I have described, or any others for that matter, 
has ever included such things as being pilot projects for various government- 


supported concepts or organizational and management practices. Yet, in fact, the 
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Crown corporations do serve this role - as seen with the employment equity 


policy, the official languages policy and now, of course, the government's concept 


of control and accountability. 


For those of you who followed the development of Bill C-24 and of its 
several predecessors, the recollection of arguments such as "Control - yes; 
accountability - definitely, but at what cost?" will, I'm sure, be vivid. And no 
matter how often the framework was re-designed, in the final analysis there is no 
doubt that it worked because it was left with enough flexibility and was entrusted 
to government and Crown corporation officials who worked diligently and 
persistently to make it workable. That is no small task considering the variety of 


situations and individuals involved. 


The rapport between the key participants in each Crown corporation 
was quickly identified as a very important variable; that is, the rapport between 
the management and the board of directors, between the board of directors and 
the appropriate minister and so on. As we went through the first of the corporate 
plan exercises last year, that was quickly identified as a variable that could 


literally make or break the implementation of the legislation. 


The final result of what turned out to be a very hectic year was - I'm 
happy to say - that, at the end of the year, we had the reward of a perfect record 
in terms of the approvals of corporate plans and budgets. That is, every Crown 
corporation began its financial year with an approved corporate plan. Needless to 
say, we all felt justifiably proud. Unfortunately, the record of tablings - that is, 
the tablings of the summaries of the plans as required by the legislation - was not 
so impressive, being somewhat better than half. As they say in the movies, 
though, "we have ways" of setting that right and we are working hard to 


accomplish this in the next year of operation. 


The new framework also had unexpected additional benefits for other 
government policies. Some of these we refer to as horizontal issues. What I'm 
thinking of in this connection are undertakings such as wind-ups, the entire 


privatization exercise, and the fiscal restraint exercise that has been going on. 
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For instance, the winding up of Canagrex under Bill C-42, and of the Canada 
Sports Pool Corporation and Loto Canada and of the four small corporations (St. 
Anthony Fisheries, Canadian National (West Indies) Steamships, Uranium Canada 
and Societa San Sebastiano) are all awaiting Royal Assent. All these wind-ups 
were better co-ordinated, I believe, because a centralized agency facilitated the 
efforts of the many players involved. I should add that there is no truth to the 
rumour that being wound up was encouraged as a way of avoiding all the 
requirements imposed by Part XII of the legislation - but just between these four 
walls, I think it may have had something to do with the ease with which the 


corporations co-operated with the exercise. 


The amendments have also proved to be a good foundation for the 
privatization process in that the corporate plans and budgets provided an 
invaluable source of knowledge and organized information from which to draw. 
As well, the fiscal restraint exercise was assisted by the fact that compliance 
could be assured through the corporate plans and budgets and monitored very 
closely through the quarterly performance reports submitted to the Crown 
Corporations Directorate by the Crown corporations. I will speak of these 


quarterly performance reports at greater length in a few moments. 


In fact, the Crown Corporations Directorate was established and is 
now functioning as a focus within the central agencies for Crown corporation 
matters. Its activities are characterized by its collaboration with Crown 
corporations and its role is that of "keeper of the system". In effect, it plays 
several different roles. It is a collector in terms of the plans and budgets; it acts 
as a repository for information - for instance, it retains all the by-laws of the 
corporations; it is a disseminator of information in that it publishes, under the 
auspices of the President of the Treasury Board, an annual consolidated report on 
the activities and businesses of Crown corporations and of mixed and joint 


enterprises; most important, of course, it acts as an adviser to the Treasury Board 
itself. 


I would like to outline for you now the status of a number of the 
activities with which we are involved. 
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REGULATIONS 


Three sets of regulations have been issued to date: the Crown 
Corporations Borrowing Regulations (August 31, 1984); the Crown Corporations 
General Regulations (August 31, 1984); and the Crown Corporations Summaries 
Regulations (January 30, 1985). (See Appendix 4 of these proceedings for copies 
of these regulations.) There are two sets of regulations in process. The Crown 
Corporations Corporate Plan and Budget Regulations are currently being 
examined by the Privy Council Office, and an extended version of the Crown 
Corporations Summaries Regulations is in the process of development, including 
consultation with the Crown corporations and the departments of appropriate 


ministers. 


The extension of the summaries regulations will provide a standard set 
of reporting requirement for the summaries. In the first year of operation, upon 
looking at all of the summaries that the corporations tabled, we noted that the 
contents were quite uneven, and that there were gaps that needed to be filled. 
Consequently, we have felt it necessary to prepare some regulations in this 
connection. The regulations that have already been issued in this area refer only 


to the timing of these summaries - not their content. 


Finally, there are regulations planned to provide standards for Crown 


corporations’ annual reports. 
EXPERIENCES WITH THE PRESIDENT'S ANNUAL REPORT 


I would like to describe some of the experience that we have had with 
the President's Annual Report. In the first year of operation under the new 
legislation, we were required to produce the report twice. In the spring, a report 
was due and was tabled prior to June 30th, pursuant to a transitional provision of 
the legislation. That report covered the 1983-84 financial years of Crown 
corporations. The report that is expected out in the next few weeks will be the 


"regular" one that will be tabled annually at about this time. 


=a 


The statutory requirement for the President's Annual Report is under 
Section 153, as 1 am sure you are aware. It requires the report to list all the 
Crown corporations and all the corporations in which any shares are held by, on 
behalf of, or in trust for the Crown. It is also required to contain employment 
data and financial information, including data on aggregate borrowings and any 


other information that the President wishes to include. 


The response to the report by parliamentarians and other interested 
individuals was quite overwhelming to our way of thinking. The interest it 
generated attests not only to the need for such a public record but also to the 
number of individuals and of organizations that have a very keen interest in the 
operations of the Crown's holdings. The report contains certain information that 
was previously very difficult to obtain. The upcoming report will encompass the 
material previously contained in Volume 3 of the Public Accounts - which will no 


longer be published as of this year. 


As you are aware, prior to the proclamation of the legislation last 
year, we issued a draft guide to the legislation. Work has been proceeding on 
producing a full-fledged guide to the accountability and control framework. It has 
taken somewhat longer to complete than we had anticipated. When completed, 
however, it will cover not only Part XII of the FAA but also other matters of 
importance to Crown corporations, such as the employment equity policies that I 
spoke of, the official languages requirements and so on. We are still hoping to 


have it out before the end of the fiscal year. 
PRESIDENT'S QUARTERLY REPORT 


Another Part XII reporting requirement that may be of interest to you 
in terms of the experience we had over the first year is the President's Quarterly 
Report. This report is a somewhat less "exciting" publication than the President's 
Annual Report, but it is an important document nevertheless. It is a little bit like 
a report card, in fact, where the President of the Treasury Board is required, 
within 30 sitting days after the end of each quarter, to report to Parliament on 


the extent to which the Crown corporations and his colleagues, the appropriate 
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ministers, have been able to comply with the legislation in terms of tabling annual 
reports and summaries of corporate plans and budgets. It is filed pursuant to 
Section 153.1 of the Act. 


The Quarterly Reports that have been tabled so far have been audited 
by the Auditor General's officials and, I am pleased to say, have met with their 
approval. There were a few recommendations made and we are implementing 


these through the regulations on plans and budgets. 


Having summarized the progress to date on the implementation of 
Part XII, I would like to turn my attention to the issue of special examinations and 


our expectations in that connection. 
SPECIAL EXAMINATIONS 


The special examination provisions in Part XII of the FAA, as you may 
know, were developed with the advice of the profession and in concert with the 
officials of the Office of the Comptroller General and the Office of the Auditor 
General. The provisions ensured that the trend to value-for-money auditing that 
was first legislated into the public sector through the Auditor General's Act in 
1977 was extended to Crown corporations as well. In fact, value-for-money audits 
have already been carried out in a few Crown corporations, (e.g., Canada Post 
Corporation, Canadian Broadeasting Corporation, the Royal Canadian Mint and 


the latest, the Canada Museums Construction Corporation). 


As we prepare for large-scale implementation of special examinations, 
we will certainly draw on the experiences gained from these value-for-money 
audits. But special examinations are not identical to comprehensive audits, and 
new ground will no doubt be broken in developing the methodologies appropriate 


to the special examinations. 


The President of the Treasury Board has written to those of his 
colleagues who are appropriate ministers, and he will be kept informed of major 


developments in the area. 
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To date, information on special examinations relates mainly to their 
timing. Some corporations have started the first special examination under the 
legislation and others are in the planning stages. But as the Auditor General is 
the auditor and examiner of many of these corporations, I will leave it to Bill 
Radburn, who will be speaking later this morning, to say a few words about the 


state of play in this area. 


Further instructions will await results from the current projects that 
are being led by the Canadian Comprehensive Auditing Foundation in concert with 
the Office of the Comptroller General and the Crown Corporations Directorate, 


as well as the work of the Office of the Auditor General. 


At this point, though, it should be mentioned that although there is a 
tendency to expect that regulations can be issued on every requirement, there is 
no specific regulation-making provision in relation to special examinations or, for 
that matter, internal audits. It is conceivable that mechanisms such as guidelines 
or other advisories may be instituted if there is a need for guidance. Of course 
the government could, as a last resort, issue a directive - but at this time there is 


certainly no intention of doing anything of that kind. 


In terms of our expectations from the special examinations, I guess I 
would say that, so far, these are limited to ensuring that the special examination 
is treated primarily as a management tool. The legislation specifies, as you are 
aware - and we must respect this - that the results of the special examination will 
go beyond the board of directors only when the examiner deems certain findings 
to be specifically noteworthy - and then only in the ease of C-1 corporations. The 
provisions are clearly spelled out as far as disclosure to the appropriate minister 


and to Parliament is concerned. 


Framed in this way, of course, the only thing to be said about 
expectations in terms of special examinations is that they must be broad but 
discriminating. Broad, so as not to overlook anything that could be a serious 


management problem, but discriminating so as not to get bogged down in minor 
issues. 
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INTERNAL AUDIT 


As you know, the internal audit requirements under Section 138 of 
Part XII are somewhat broader in scope than the internal audits that are carried 
out in most corporations. Besides the audit of bookkeeping, internal controls and 
management practices that an internal audit generally consists of, the Part XII 
internal audit also calls for an assessment of the extent to which assets of the 
corporation are safeguarded and controlled, the transactions of the corporation 
are in accordance with legal requirements and the financial, human and physical 
resources are managed economically and efficiently and the operations are 


carried out effectively. 


Because of the wider scope of this type of internal audit, the 
requirement was legislated in a manner that allows the Governor in Council to 
exempt a corporation where the cost does not justify the benefit. I understand 
that this exemption provision was intended to be applied only as a last resort - and 
only where the size and location of a corporation facilitate day-to-day overview 
by management and where significant risks normally associated with high levels of 
expenditures and/or revenues are not involved. However, even in those cases, 
corporations will certainly be encouraged to consider alternative approaches and 
to adopt the most cost-effective option rather than to apply for an exemption. 
Certainly, it is not intended that any exemption will be granted until at least one 


special examination has been carried out in the Crown corporation. 


Another feature of the internal audit that seems significant, in our 
opinion, is the fact that the internal audit and the special examination may be 
very useful backup controls for each other. However, this aspect will require 
some working out between the examiner and the internal auditor. The degree of 


reliance may well vary, according to the circumstances of the corporation. 


AUDIT OF QUANTITATIVE PERFORMANCE INFORMATION 


What are our plans with respect to the audit of quantitative 


performance information? The legislation provides that the Treasury Board may 
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require any quantitative information that is included in a corporation's annual 
report to be audited. However, I am advised that this does not cover performance 


information that is not required to be reported in the corporation's annual report. 


The annual reports of Crown corporations are to contain quantitative 
performance information if so required by the Treasury Board. So far, 
quantitative performance information has only been requested at an informal 
level and then only on a quarterly basis. These "quarterly performance reports" 
are submitted to the Crown Corporations Directorate and are analysed and 
presented to the Treasury Board. The first briefings occurred earlier this month. 
Because the Crown corporations provided current and meaningful data through 


these reports, the reports were most informative to ministers. 


It is felt at this stage that a decision about including quantitative 
performance information in the annual reports of corporations, not to mention 
auditing it, would best be deferred until we have had at least one year's 


experience with this relatively new practice. 


CONCLUSION 


In summary, it has been a very busy, and a very productive, year. But 
lest I sound too optimistic, let me say that there is still a great deal of work 
ahead. In particular, the next two or three years will see many of you involved in 
developing and interpreting the auditing concepts contained in the legislation and 
in refining the many practice points and issues generated in the course of 
implementing the provisions of the legislation. This work will undoubtedly be a 
challenge. But meeting the challenge will ultimately mean that the new Crown 
corporations legislation is a practical framework for achieving accountability in 


Canada's federal Crown corporations. Thank you. 


QUESTION 


Oliver Kent. You referred to the fact that comprehensive audits and 


special examinations are not the same thing, which I certainly agree with, but I 
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wondered if you could highlight what you see as the key differences between the 
two. 


Mary Gusella. Well as you know, the legislative provisions that set up 
the comprehensive audit in the Auditor General's legislation and those establishing 


the special examination in Part XII of the FAA have a number of differences. 


The comprehensive audit provides for an examination that is objective 
and, in terms of its assessment, constructive, of the extent to which financial, 
human and physical resources are managed with due regard to economy, 
efficiency and effectiveness. As well, it provides for an assessment of 
accountability relationships and whether or not these are reasonably served. The 
special examination, on the other hand, is an examination to determine whether 
the systems and practices of a parent Crown corporation and each of its wholly- 
owned subsidiaries were maintained in a manner that provided reasonable 
assurance that the assets of the corporation were safeguarded and controlled and 
that the financial, human and physical resources of the corporations were 
managed economically and efficiently and the operations were carried out 


effectively. 


I think that you can see from the wording of the two that determining 
whether systems and practices provide reasonable assurance is more than a subtle 
difference in wording. I would like to note that my colleague, Mr. Boisclair, is 
also going to be delving into this particular subject, and probably in a little bit 
more depth as a result of the work that his organization has done. Perhaps we 
could address that question a little more fully once he has addressed his remarks 


to you. 
QUESTION 


Glenn Ross. Mary, it seemed to me that a number of things that you 
referred to are obviously of great interest to all the auditors here. What I am 
wondering is whether there is any process for communicating that type of 


information, or is it strictly through the Crown corporations that we audit? 
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Mary Gusella. At the present time we have no formal avenue for 
communicating in terms of publications for the profession itself. Of course, we 
work very closely with the Office of the Auditor General - especially as a lot of 
this work is in the developmental stages. I think that a seminar such as today's is 


an extremely useful tool and vehicle for the exchange of this kind of information. 


When the guide on the accountability and control framework is 
published, it is my hope that many of these questions will have been resolved - and 
that we ean include material in the guide that would be helpful to the auditors 
who are working within the various corporations. So I think that with those two 
avenues and the fact that we intend to keep the guide very current by having it 
done in a loose-leaf fashion, using updating circulars or whatever, advice will be 


made available on a periodic basis as required. 


QUESTION 


Henry de Souza. Mary, there are several areas relating to regulations 
in Bill C-24 that I was wondering if you would comment on. One of these is the 
requirement for the Treasury Board possibly to supplement or augment generally 
accepted accounting principles. Another relates to regulations in respect of the 
auditor's report pursuant to Section 139. Perhaps you could tell us if there are 


any developments in those areas. 


Mary Gusella. At the present time, there is nothing further that I can 
add to that particular provision because, to my knowledge, there has not been any 
occasion to issue anything further. However, it is certainly conceivable that, over 
the next several months to a year, there will be areas (and we work very closely 
with the Office of the Comptroller General in this connection) where clarification 
is required or where it is thought to be necessary to have a supplement of this 
type. 


Henno Moenting. I noticed Jim McCrindell (Assistant Comptroller 


General) is here. I wonder if you have anything to add to that, Jim? 
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Jim McCrindell. Well, yes, I felt a little sorry for Mary being asked 
that question. But Henry is always very incisive in his questioning, I've noticed in 
the past, so I will just indicate that it is quite likely, as far as the supplement to 
GAAP is concerned, that we will be putting some notions forward to the Auditor 
General and the CICA. But I think, as a matter of principle, we do not want to 
have regulations that supplement GAAP. We would rather depend on the main 


authority in Canada to state the right principles and practices on that subject. 


One area, for example, that may be of interest at the present time is 
that we are exploring better cash management of Crown corporations in so far as 
that money flows out of the CRF. I think Mary just mentioned a short while ago 
that it is about $8.2 billion a year at present. As far as the dependent Crown 
corporations are concerned, we are investigating the possibility of implementing 
what we call zero-balance bank accounts that would have the effect of preventing 
the dependent Crown corporations from having money in advance of need. This 
has a GAAP implication in that we would want their financial statements to 
reflect financial assistance of this kind from the government in a consistent 


fashion. 


If you look in the CICA Handbook, I think you will find that there are 
different ways of reflecting financial assistance from the government. If I 
remember correctly, it is somewhat restrictive and, as regards financial 
assistance going to wholly-owned enterprises of the government, I think it says 
something about showing it as contributed surplus. So we may be looking at 
exactly how this should be handled, as there are different treatments right now. 
Some dependent Crown corporations will just include it in general revenue; in 
some cases they will show it as an increase in equity and others will show it as the 


bottom line adjustment on the income statement. 


There is also a related aspect. If a corporation does not have any 
actual cash of its own (because it is being kept in the CRF and transmitted as 
required to honour redeemed cheques) how will that be reflected on the balance 
sheet? The money is really in the CRF, but we probably have to give credit to the 


corporation that this is money due to it because Parliament has made a decision 
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to allocate it a certain appropriation. I think that is all I could say at the moment 


on possible supplements to GAAP. 


In so far as the regulations on the auditing of financial statements are 
concerned, I don't think we have yet had any enquiries. We would solicit you 


people, if you are encountering difficulties, to let us know. 
QUESTION 


Vinod Sahgal. One important addition that we see in the special 
examination is the need to consult with the board on the plan that is going to be 
used by the special examiner in conducting the examination. I was wondering if, 
in your deliberations with management, any points came up that may be usefully 


shared with us - that would help us in our planning for special examinations? 


Mary Gusella. Not as yet. We have not had any information flow of 
that kind. I would imagine that Bill Radburn might have some practical points to 


give you in this connection. 


QUESTION 


Leonard Rutman. I thought I heard you say, Mary, that since 
performance information is not required in the annual reports, there may be no 
need to audit it in relation to the clause dealing with quantitative information. 
The question I have is whether, in dealing with the value-for-money concerns in 
special examinations, there would not be a need to assess performance 


information in any event? 


Mary Gusella. Yes, but you would not be auditing it in connection with 
the corporation's annual report. My point was in terms of the annual report only. 
Of course you are quite right in saying that in terms of the value-for-money work, 


there will have to be some look at performance indicators or performance 
information. 


ork he 


QUESTION 


Henno Moenting. I wonder whether I could ask a brief question myself. 
It is a double-barrelled question. I was wondering whether any of the Crown 
corporations have made enquiries about being exempted from the internal audit 
requirements and what action has been taken in that regard? The other part of 
the question is whether there have been any responses to the President's letter to 
his colleagues asking them to move ahead with special examinations as soon as 


possible and to keep him informed. 


Mary Gusella. The first question in connection with exemptions from 
internal audit - I think that it is almost predictable that a number of the 
corporations, upon reading the legislation, thought that the best course of action 
for them was to get an exemption. They contacted us accordingly. We took the 
position, in consultation with the Office of the Comptroller General, that at the 
outset it would not be appropriate to use this section of the legislation, which was 
intended as a kind of last resort in situations where it was clear that there would 


be no value, or the cost of internal audits would be unjustifiable. 


We held discussions with the corporations in which we urged them to 
find ways of doing a first internal audit. They were encouraged to comply with 
the legislation and were told that there were not going to be any exemptions until 
after the first special examination had been done, so as to provide a good 


foundation for any consideration of an exemption. 


In connection with the responses to the President's letter - there have 
been a number of responses and a number of the corporations have given the 
timetable that they are following in connection with planning for their special 
examinations and introducing the work over the course of the next few months. 
Of course, we have been encouraging them, and I think rightly so, to do their first 
special examination sooner rather than later. I think that once the flurry of 
activity in connection with implementing the corporate plan section of the 
legislation was over, corporations moved on to the point where the other portions 


of the legislation are now being implemented. 
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ROLE AND ACTIVITIES 


OF THE CCAF 


J-P. Boiselair 


As I was starting to think about the comments I could make to you 
today, especially in light of the fact that one full year has gone by since Bill C-24 
came into effect last fall, my mind ranged back to the 10 years of discussions that 
have taken us to this point today. Various draft legislation came and went, and 
some finally stuck last year. I was at a meeting last week in Toronto with 
someone that is here today - Martha Tory. She was reading a book that was 
recently published by Harold Geneen of "The Sovereign State of IT&T" fame. I 
would like to read you something from that book because it demonstrates quite 


clearly the challenge that we have and what we are really talking about today. 


",,. some boards may choose to hire outside management consulting 
firms to do independent studies of specific areas of the company for 
the benefit of the board of directors. The mere separating of the 
board from the management may bring the necessary measure of 


independence to the boardroom. 


ay 


I ean hear the loud cries of protest in the corporate jungle: No chief 
executive wants someone looking over his shoulder all the time! Of 
course he doesn't. But the board already calls for an independent 
accounting auditor to check management's figures - so why shouldn't 
the board also hire an independent management "auditor" to check 
management's policies and performance? It's the board's primary 
function. Whoever did such auditing would have no power to tell the 
chief executive or anyone else in management what to do. He would 
be there purely to audit. Obviously he would have to guard his own 
professional independence from the good-fellow camaraderie and 
favors of management. His loyalty would have to be to the board. He 
would have to report his findings to the board, just as Price 
Waterhouse or Arthur Andersen submit their audits. It would be for 
the board to use that information and to take whatever action it sees 
fit. However, now the board would have its much needed, independent 
source of information. In fact I would guess that such a professional 
adviser would have to say very little at a board meeting. His just 
being there "in the know" would oblige the chief executive to be more 
objective in his presentations to the board." (Harold Geneen (with 
Alvin Moscow); Managing; Doubleday and Company Inc.; New York, 
1984, p.p. 262-263) 


I suspect that Harold Geneen had no clue that the Government of 
Canada had passed Bill C-24 when he wrote this. I believe he has provided us with 


an alternative definition of the question that came up this morning. 


Both Bill C-24 and Harold Geneen have put a tremendous challenge 
and onus on the profession to deliver against this kind of expectation. As Ken Dye 
said this morning, maybe at this point we have more questions than answers, but 
we have got to start down that long road. 


I am on the agenda under the heading of "Role and Activities of the 
Canadian Comprehensive Auditing Foundation". Most of you are familiar with 


what the Foundation is, and what it does. If you are not, there is some material 
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available here and you can certainly call us at any time. So, I will not get into 
that except to say that we are a national non-profit organization. Our major 
thrust is to produce practical guidelines that will assist practitioners and the 
client community. We are not a standard-setting body, but we hope that the 


research and materials we put out will contribute to that process over time. 


I would like to go through several areas with you that I hope are 
relevant. First, I would like to give you a brief background of the Foundation's 
involvement in Crown corporations, from 1980 to date; seeond, to highlight some 
aspects of the new audit and special examination regime in Crown corporations 
and suggest that this is a whole new ball game in the context of what we have 
done before under the heading of comprehensive auditing; and, third, to present 
some really new challenges. I will also review two substantive areas of the 
implementation of special examinations in Crown corporations, with reference to 
the thinking of Chief Executive Officers, Chairmen of Audit Committees, and 
others. Finally, I would suggest that the new Crown corporations audit regime is 
a test bed with broad implications for the future of comprehensive auditing. We 
have been given an opportunity, but the challenge is enormous. I will come back 


to that later because there are some key points to be made. 


First, an overview of Foundation involvement. The Foundation has 
recognized the importance of this part of the public sector since early in its life. 
In 1981 we had the temerity to set up a sectoral committee on Crown 
corporations. We had in mind that we might be able to do something to foster the 
concept of comprehensive auditing in Crown corporations. However, in 1981 the 
climate for comprehensive auditing or special examinations in Crown corporations 
dictated that discretion was the better part of valour for the Foundation. Last 
year, the Foundation was consulted during the drafting of Bill C-24, and we had 
the opportunity to testify during hearings of the Miscellaneous Estimates 
Committee about its passage. Just as the Act was being passed, the Foundation 
held a Chairman's Conference that basically brought together a number of 
practitioners or sustaining members to determine the best course for the 
Foundation to follow with respect to Crown corporations. The outcome had two 


dimensions: 
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le A recognition of the need to help the client community to understand. 
With all the discussion that has gone on in years past over 
comprehensive auditing, value-for-money auditing -- whatever -- we 
felt very strongly that the client community out there, the boards of 
directors of Crown corporations, was quite liable to be mystified about 


the new audit and special examination regime. 


Ze An undertaking to erystalize the nature of the help that the 


Foundation might give over time to practitioners and clients. 


Coming out of that Chairman's Conference, we immediately proceeded 
on the first dimension; that is, trying to help the client community to understand. 
Last fall we published "Auditing in Federal Crown Corporations: A Director's 
Introduction" to Bill C-24. This was undertaken with the encouragement of the 
Auditor General's Office, the Treasury Board Secretariat and the Crown 
Corporations Directorate. We had their full input to ensure that it represented a 
fair understanding of some of the interpretations that might be given to the 
various aspects of the new legislation. We sent one or two copies to Crown 
corporations and had quite a surprise when this community asked for 4,000 more. 
It became one of our best sellers. After that, we decided that the only logical 
course of action was to open consultations with the Crown corporation community 
and in particular, Chief Executive Officers, members of boards of directors, and 


especially the chairpersons of their audit committees. 


In May this year, we met with a number of CEOs and chairpersons of 
audit committees to review progress to date, their hopes and fears, major areas of 
concern that they might have about the legislative requirements, and also to find 


out if they wanted the Foundation to play a role. 
Two areas emerged from those meetings and those consultations: 


A It would be appropriate for the Foundation to monitor progress on the 


implementation of audits and special examinations. 
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2. It would be appropriate for the Foundation to provide guidelines in 
respect of key areas and to serve to bring together the client and the 


audit communities on major areas of practice problems. 


During the summer, we prepared a status report on progress in 
implementing the new audit and examination provisions in Crown corporations. 
We held additional consultations with the CEOs. At the back of the room (some 
of you may have already picked it up) you will see what emerged last week as a 
result of those efforts. It is called "A Status Report" on preparing for special 
examinations of federal Crown corporations. It summarizes many things that we 
intend to do in the research area and the thinking of the CEOs we consulted. This 


is really what I want to concentrate on today. 


My first point is my assertion that the audit and special examination 
regime in Crown corporations is a whole new ball game. We testified to this 
effect at the Miscellaneous Estimates Committee when asked for our view of the 
legislation. In fact, it was almost humorous because when I was there, one of the 
members of the Committee said "Gee, Mr. Boisclair, don't you feel bad that 
you've lost out on comprehensive auditing for Crown corporations?" I said "I don't 
feel that way at all. I feel that Bill C-24 does meet the test of the comprehensive 
audit concept." Admittedly, it breaks it down into separate pieces. Very clear in 
the legislation is the requirement to do financial attest audits, which is one leg of 
comprehensive auditing. Equally stressed is the need to do compliance auditing - 
which is another leg of comprehensive auditing. Last, but not least, the value- 
for-money element is brought in through special examination. The Bill also 
provides for the auditing of quantitative performance information, which is 


another dimension of comprehensive auditing. 


As we go through the Act and as we noted in the "Director's 
Introduction", the comprehensive auditing concept, at the broadest level, has been 
brought into play for Crown corporations. There are, however, a number of 
wrinkles, especially in the special examination area, that will make a difference. 
For example, the charge to management under Section 138 will make life a bit 


different. You do not have that in government departments and certainly not in 
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other sectors such as municipalities and hospitals. The concept of reasonable 
assurance is going to make this a whole new ball game. The legislated 
requirements for internal audit and reliance on internal audit are significant 


differences that will make practice quite different from the past. 


In our discussions with Crown corporation CEOs and others, a number 
of concerns were expressed. We should recognize these now because some 
cautions have to be observed. First, they are concerned that the profession should 
take into account the nature and size of the entities where this will be practiced. 
They are obviously concerned with cost. They are concerned that technologies 
and methodologies used are not standardized. They are concerned that there are 
many more players in the ball game whereas before, with respect to federal 
government departments, the primary purveyor was the Office of the Auditor 
General of Canada. We now have a situation with Crown corporations where the 


entire profession is scoped into this. We now have many more players. 


There is no general agreement on the nature of the skills and 
experience of the individuals that will be required to do this kind of work. This 
fact was brought home very clearly by the CEOs. They have concerns about 
comprehensive audit reports that have been issued in the past with respect to 
other jurisdictions such as federal departments or municipalities. They would not 
like to see the same problems occur in Crown corporations. They are emphatic in 
their concern that the profession and the professionals who become involved with 
Crown corporations have a clear understanding of the real world of Crown 
corporations; how the world really turns; how the dance takes place; and that we 
not be naive in our consideration of the accountability patterns and the 


responsibilities and authorities of boards and CEOs and so on. 


In summary, our consultations with these groups led us to believe that 
there was a need for an overall practice framework to govern the application of 
special examinations in Crown corporations so that it not be marred by failures in 
the first instances of applying the special examination process. Second, we 
concluded from our discussions that there was a common determination on the 


part of the Crown corporations to have special examinations done in a useful and 
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cost-effective manner. But the other side of the coin is this - they were also very 
clear that if it is not going to be useful, that if it is not going to be cost- 
effective, eventually they will want no part of you and you will encounter 
resistance. Third, they want to be involved. They are not willing to accept for a 
moment that the professionals will determine the practice patterns for special 
examinations without reference, without consultation, without active 
participation by the client community, in the fullest sense. They were, again, 


extremely emphatic about this. 


We concluded three things from that. First, we have no right to 
complacency at this time. We won a major battle in the context of improving the 
accountability for Crown corporations and making the auditor's role more useful. 
But what can be won can be lost. Second, the challenge is enormous. In the 
status report that is available to you, we equate the size of that challenge to the 
challenge that the profession faced in developing GAAP and GAAS and also to the 
challenge that the Office of the Auditor General met in developing comprehensive 
auditing for government departments. We see it as being no less. Third, a 
framework, an overall set of principles to govern this process, is quite essential at 


this point - and we must have client community involvement in putting it in place. 


Coming out of that, there were two substantive issues that the CEOs 
and chairpersons of audit committees focused on. In the time available, I can give 
you only the briefest overview of those two issues, but you probably will recognize 
the enormity of the problems involved. One of them is internal audit, and the 


second is the role of the auditor or the examiner in the area of effectiveness. 


First, internal audit. Let us recap the provisions. There shall be 
internal audit, says the Act, andI gather that exemptions will be hard to come by. 
Second, it will be broad-scope internal audit. Third, it is expected that examiners 
will rely on internal audit, and fourth, the examiner will state the extent of his or 
her reliance. Thus, for the first time in legislative history, internal audit has been 
given a life of its own and high expectations have been placed on it by Parliament, 
which caused this Act to come about. By a life of its own (I do not want to seem 


negative on this), I mean that here we have a piece of legislation that says 
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internal audit is really for the benefit of management and it is not there solely for 
the benefit of the external auditor who is seeking to make his or her work more 
efficient. I believe everybody here can visualize situations going back into the 
history of the evolution of internal audit where it largely came about at the 
behest of external auditors and was viewed as a good mechanism to reduce 


external audit cost. I don't believe this was the sole intent in Bill C-24, however. 


Following are some management viewpoints coming from CEOs and 


audit committee chairpersons on the subject of internal audit. 


ike Some view internal audit as a way almost to preclude the special 
examination. They look forward to 100 per cent reliance by the 
examiner on internal audit. I am not suggesting that they are thinking 
that we will just come along as examiners and cast holy water on the 
internal audit plan - but that is pretty close. I can understand their 


thinking. 


ae Some disagree with that viewpoint, particularly those that consider 
themselves to be in high-profile Crown corporations. They feel that 
doing this strictly on an internal basis, even though the reports are not 
going to be made public, will not satisfy the board. The board will not 
accept the independence of the internal auditor, no matter how 
elegantly stated in the FAA. Therefore the external examiner has a 


key role to play. 


3. They are very concerned about a radical change in the traditional role 
of internal audit; that is, the role in serving management. One 
excellent example was a situation where internal audit had the role of 
examining the detailed operations of a corporation and had come up 
with some recommendations that literally saved the corporation 
millions of dollars. They were concerned that if the internal audit 
group is completely deflected away from that kind of thing and on to 
the very jazzy, sexy things that attend some of the aspects of the new 
legislation, they could lose that sort of benefit. They want to 


maintain responsiveness on the part of the internal auditors. 
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4, Another concern is cost. How much is enough? Some of these 
corporations have invested huge amounts in their internal audit groups. 
Two or three of them have groups that are 65 to 80 people large. That 
is a lot of auditors doing internal auditing. And they are saying, "Are 


we going to have to have more?" 


De There is also some scepticism. Many of the CEOs and chairpersons of 
audit committees, based on their past experience with internal audit, 
are not convinced that it will be able to live up to the expectations of 
the new legislation, at least in the short term. It must also be 
recognized that some of these corporations now have only the barest 


bones of internal audit. 


Given the above, some key questions clearly emerge. First, internal 
audit has a life of its own, and the scope of internal audit is very similar to that 
of the special examination. It would be very easy to conclude that it is the same 
thing. However, we have to sit back and crystal ball a little about what a special 
examination in Crown corporations may actually entail. I would say that based on 
the precedent of the comprehensive audits that have been done in all parts of the 
publie sector so far (and we do have now an eight-year track record), three 
aspects of the special examination - this could apply to internal auditors as well - 
emerge. The first thing is that the information that the board either feeds to the 
public or, as may be required from time to time, to the Treasury Board, will be a 
focus of the special examination. Certainly, the information that the board uses 
to come to some kind of conclusion about the economy, efficiency, and 
effectiveness of the organization will likely be a focus of the special examination. 
Some of the information that they use to make specific decisions could also be the 


focus of a special examination. This is information at the highest level. 


The second thing is that - and we've seen this reflected in value-for- 
money audits on many, many occasions - there are key arrangements for securing 
economy, efficiency and effectiveness in the organization. Those kinds of 
arrangements are near and dear to the hearts of Chief Executive Officers, be it 


the ways in which they choose to reward performance, or not to reward 
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performance, be it the plan of delegation, or the organization plan. Any of those 


high level things are very critical and very sensitive. 


Last, but not least, another focus for the special examination will 
likely be operational controls. We have seen this happen in many comprehensive 
audits. I do not read the FAA as excluding all those key operating systems out 
there that are so essential to the proper performance of an organization; for 
example, the efficiency of the production line or certain questions related to the 
safety of operations or product safety or whatever - the key operating 


mechanisms. 


From those three types of things that may be included in special 
examinations, we will have to think about the question of reliance and we will 
have to consider whether or not reliance can be placed on internal audit by the 
external examiner in the same fashion or to the same extent for each of those 


different areas. 


Consider the question of independence of internal audit when internal 
audit is working down at the operational control level. In our discussions with 
internal auditors, we have consistently heard that they have the support of 
management to do that kind of work - that management values the product that 
they bring forward. Support equals independence. However, when they start 
working their way up to the system that the CEO has put in place to reward 
performance in the organization, you could see that the CEO might just be a little 
concerned about having this internal auditor perched in his office, about to tell 
him how to run the company. Moreover, visualize our friend, the internal auditor, 
sitting in at the board level and telling the board, "Say, you know that most recent 
report that you sent over to the Crown Corporations Directorate was totally 
misleading. Clean up your act." One could easily see a certain problem of 


independence at that time, recognizing who pays for internal audit. 


We will have to look at that question of reliance and we will have to 


look at it in a very flexible way. Needless to say, cost is affected at each of 
those levels as well. 


mS Yo 


Another concern is the labelling of internal audit. Internal auditors 
are not always called internal auditors in Crown corporations or departments. As 
we begin the process of trying to rely on them, we will have to make a eall on 


what we will allow to be internal audit and what we will not. 


Finally, we will have to consider the nature of the reliance. Will we 
be attempting to rely on the professional opinions of internal auditors, or will we 
be attempting, in a more traditional fashion akin to financial auditing, to rely on 


their work? 


Those are some of the issues that have emerged in our discussions with 
the CEOs and they are the focus of a major Foundation research project that we 
have recently launched to try to provide some professional guidance and also to 
try to bring the management community and the audit community somewhere to a 
common point. Otherwise, we could be in a lot of trouble very quickly. That 
project is so important to us that we have set up a special panel to guide the 
work. It is being chaired by Ross Walker, Senior Partner at Peat Marwick. Its 
members include Ron Gage from Clarkson Gordon; Roy Salmon from the 
Comptroller General's Office, who has been deeply involved with internal audits 
for many years; John Hanna, the VP, Finance, of VIA Rail; and Peter Wilson, the 
President of the international Institute of Internal Auditors. That was our 


response to one critical dimension. 


The second one that came up was our old favourite, auditing 
effectiveness, with all the concerns associated with it. The FAA presents a 
fantastic opportunity to think about comprehensive auditing in a new light. Most 
of the applications of comprehensive auditing in the area of effectiveness thus far 
have consisted primarily of examining the systems and procedures that measure 
effectiveness. This Act calls for reasonable assurance that there are no 
significant deficiencies in the systems and practices that are needed to ensure 
economical, efficient and effective operations. This really turns the whole thing 
right around. It is one thing to report an instance or be charged to report an 
instance where you just found something wrong with the system. It is another 


thing to be asked to give a professional opinion that there are no significant 
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deficiencies. If that concept of reasonable assurance is going to work, and this 


was very clearly recognized by the CEOs and board members, there will be three 


aspects that we have to come to grips with. 


There will have to be the equivalent of some kind of generally 
accepted accounting principles to govern the audit. Without that, it is 
so subjective, I do not know how it can really be dealt with. This will 
be a major problem. Again, they want to be involved in the 


development of those principles. 


There has to be a willingness on the part of management of these 
corporations to make assertions about those things. So far, over the 
last few years, we have made some small progress in management 
making assertions. However, it is not a widespread practice. Unless 
they are willing to assert, however, I do not know how we can do an 
auclit that provides reasonable assurance. It would be just like the 
client saying "Sorry we are not going to have financial statements but 


do go ahead, do your attest audit". 


We will also have to deal with the question of materiality. These 


CEOs, chairpersons of audit committees and others are sitting there saying, "Tell 


us at what point you actually pull the trigger on the gun!" They do not know. 
What are they going to be hung up for? When is something going to be so 


significant that we want to go running off to Parliament in respect to a C-1 


corporation, or, just as relevant, when is something so significant that we want to 


signal it strongly to the board and perhaps to the minister? 


and so on. 


This brings into account questions of definitions, reporting, staffing 


It is a broad issue. The new legislation forces us to think about it. It 


also forces us to think about it in a much broader context for other parts of the 


public sector. We have tried to respond to that in the last few weeks by launching 


a major research project to deal with these questions I have referred to. It isa 


very critical project in which the client community's involvement and guidance is 


absolutely essential. We have formed an independent panel to guide this work, 
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chaired by Warren Chippendale, Chairman of Coopers & Lybrand. Its members 
are Ray Hession, Deputy Minister of Supply and Services, an astute and articulate 
observer of comprehensive auditing; Michael Rayner, Comptroller General of 
Canada; Douglas Lewis, former Chairman of the Public Accounts Committee and 
Parliamentary Secretary to the Treasury Board; Ken Belbeck, President, Thorne 
Stevenson & Kellogg, who launched many of the value-for-money efforts in the 
Office of the Auditor General; and also, no less than Claude Taylor, Chairman, 
Air Canada, who, in 1980, gave us a very clear signal about his viewpoint on 
comprehensive auditing in Crown corporations. Yet he has turned out to be 
almost a model in the sense of how he has implemented value-for-money auditing 
in his own corporation. He is showing continuing interest and is viewing this new 
legislation in a very positive light. Those are our efforts to address at least two 


of the issues. 


To recap, and to get on to my last point. I said that what we do here 
as a profession and as professionals will be a test bed for the future. You hear 
many stories about the appointment of people to the boards. Certainly the 
question of patronage has come up and certain names have been singled out and it 
has been said, "Well, why in heaven's name is that person on the board?" But if 
you look down the list carefully, you will find some of the most influential 
business and other people in this country sitting on those boards. If their 
experience with the special examinations is successful, I think you will see the 
ripple effect elsewhere. If it is a bust, I suspect that these people, as they sit on 
the boards of charities, as they are members of city councils, as they are 
members of boards of trustees of hospitals, will say, "Hey, I had a dose of that the 


other day over in a Crown corporation and no way for us here, thank you". 


We are dealing with a very influential community. This means we will 
have to provide wise counsel and practical counsel and we will have to take great 
care not to promote ourselves or others to the point of incompetence. We are 
going to have to address that very legitimately in all our research. Just what are 


we capable of delivering well, under this Act? 
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There is no reason for complacency, given the issues I have talked 
about and the expectations that are on the table. There is no opportunity for 
unilateral solutions. If the client community does not feel that they have helped 
to design the practice framework, or to participate in its application, we will lose 
them. The problems are at a high level. We are not dealing here with a question 
of detailed methodologies and technologies. We are not dealing with the question 
of being able to show them a sample audit program. We are trying to deal with 


the kinds of issues I have referred to, and they must be convinced about those. 


A final caution -- premature answers in this area are going to be just 
as devastating as dynamic inaction. That is why I am so delighted to be here 
today. A group of very serious professionals has come together to start thinking 
about sensible answers and to avoid the dynamic inaction and also the premature 


knee-jerk reaction to some of these things. 


So those are my comments. I hope that we will see you at our CCAF 
conference. I am not trying to sell registrations, but I hope to see you because 
many of these issues will be picked up in further depth through a number of 
sessions there. You may even have the opportunity to come face to face with 
some of the client groups there and to get some more interesting perspectives. 
So, I thank you very much. You have been a very patient audience. I wish you the 


best in the balance of your deliberations. 
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OFFICE OF THE 
AUDITOR GENERAL 
— EXPERIENCE AND PLANS — 


Wm. F. Radburn 


Introduction 


The environment we find ourselves in is a very dynamic one. 


As Mary Gusella mentioned earlier, all Crown corporations are 
undergoing rigorous reviews of their objectives and activities. Some Crown 
corporations, to which the audit provisions now apply, may - through the process 
of privatization - cease to be Crown corporations. As you all know, there are a 
significant number of changes of membership in boards of directors, in audit 
committees and in appointments of senior management. "Downsizing" and 


"productivity" are terms now in frequent use. 


As external auditors of Crown corporations it is important - even 
imperative - that we keep abreast of these rapid changes and developments. I 
thank you, therefore, for your willingness to attend and participate in this 


workshop. 
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Like yourselves, the Office of the Auditor General has a keen interest 
in helping to make the annual audit and special examination provisions work as 
intended. Earlier, we supported a broad scope of audit for Crown corporations 
and now - like you - we find ourselves searching for the most appropriate ways to 


implement these audit provisions. 
In the next 20 minutes or so, I would like to: 


iG inform you of a number of methodology-related activities we have 


undertaken; 
De outline our audit and special examination experience to date; and 


Se identify several projects we plan to initiate during the coming year. 


Methodology Related Activities 


Because our staff were receiving a number of enquiries about the new 
provisions of the Financial Administration Act (FAA), we developed a series of 
internal technical memoranda dealing with various subjects. Technical 


memoranda have now been produced on the following topics: 


= Highlights of the audit and related provisions of Part XII of the 
Financial Administration Act; 

= Responsibilities of directors; 

= Audit Committees; 

= Reporting; 

- Internal audit; 

= Accountability relationships; 

= Planning and budgeting; 

= Management systems and practices; and 


= External Audit and Special Examination. 
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Basically, these documents outlined the provisions of the legislation 
and are designed to help our staff to respond in a consistent and well-considered 
manner to questions being asked by directors and managers of Crown corporations 
who are considering the impact of the new legislation and preparing for, or 
implementing, necessary changes. They identify individuals to contact and cite 


sources of materials for further information. 


Because of our relationship with audit committees, and the 
responsibilities assigned to audit committees by the new legislation, we prepared 
a booklet entitled, "Audit Committees in Crown Corporations". In January 1985, 
this guidebook was distributed to our staff and was made available to boards of 
directors and their audit committee members. If you have not already obtained a 
copy of this booklet, or if you wish additional copies, some are available here and 


further copies may be obtained from our office. 


In terms of audit practices and procedures, we have issued to our staff 
detailed "how to" guidance in the form of questionnaires, checklists and so on. We 


refer to these as "Preprinted Audit Documentation" (or "PADs"). 


At a more general level - dealing with "what and why" issues - the 
Office's Comprehensive Auditing Manual is being revised and updated. Part 3 
deals with the audit of Crown corporations and other entities and is now being 


printed. 


Rather limited guidance is included in the Manual on auditing 
quantitative information and carrying out special examinations. As J-P. Boisclair 
noted earlier, early solutions may not be the best ones. Further experience, and 


meetings such as these, will permit future elaboration in these areas. 


Both the Manual and the more detailed preprinted audit documentation 
are being issued to staff on a "field-testing" basis so that we can learn from their 


practical experience in using such materials during the coming year. 
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I know that a number of participants present here today are involved 
in professional practice activities within their firms. Should you -- in fact if any 
of you -- wish to review our guidance to staff, please feel free to get in touch 
with me or with other members of my group. We would be pleased to make 


arrangements to share the materials we are working on. 
Audit Experience to Date 


With respect to the annual audit provisions, there are a few points 


worth noting. 


1, Financial/Attest. As you know, the audit provisions for the "financial audit" 
did not change in a substantive way and, therefore, the FAA amendments 
did not cause difficulties concerning the past December and March year 
ends. In a couple of instances, where the corporations that we audited were 
not on a generally accepted accounting principles (GAAP) basis of reporting, 
the corporations and we, ourselves, had to reassess the implications of 


reporting under GAAP as compared with "stated accounting policies". 


2s Quantitative Information. As Mary Gusella mentioned, Treasury Board has 
not yet asked auditors to attest to the accuracy of quantitative information. 


Therefore, no actual audit work has been carried out in this area. 


3. Compliance with Authorities. Because of the new requirements, we changed 
the form of our reporting. At the time when the first auditor's reports 
needed to be signed, the Public Sector Accounting and Auditing Committee's 


exposure draft on this subject had just been released. 


After considerable deliberation, the Office adopted, for the current year, 


the following wording for the third paragraph. 


"Further, in my opinion, the transactions of the corporation that have 
come to my notice during my examination of the financial statements 


have, in all significant respects, been in accordance with the Financial 
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Administration Act and regulations, and the charter and by-laws of the 


corporation". 


a. For the word "charter" we would insert the actual title of the 


enabling legislation. 


b. Because the term "directive" has been defined as relating to one 
given pursuant to subsection 99(1) of the Act, and as no such 
directives had been issued last year, we did not include any 
reference to "directives" in the opinion. Should there have been 
any other type of directive with which the corporation did not 
comply, and had the matter been significant, it probably would 


have been reported as an "other matter" in a fourth paragraph. 


ec. The words "in all significant respects" were added to alert 
readers to the fact that there may have been instances of non- 
compliance that came to our notice that were not of sufficient 


importance to include in the auditor's report. 


There is an element of judgement in terms of reporting. The wording of this 
paragraph will be reviewed in the coming months in the light of our 
experience and any Public Sector Accounting and Auditing Committee 


pronouncements. 


4. Other Matters. The legislative provisions for reporting any other matter 
falling within the scope of examination that, in the opinion of the auditor, 
should be brought to the attention of Parliament, did not change. 
Notwithstanding the difficulty of trying to define in clear terms just what 
an “other matter" is, this residual-type of reporting provision was exercised 


in several cases. 


With respect to the special examination provisions, we now have three 
special examinations underway and there are a number of others at the initial 


planning stages. Many of these are tentatively scheduled to start in the next year 
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or two, so that a year from now we may have 10-12 special examinations either 
completed or well under way. Accordingly, by that time we will have a much 
broader base of experience to draw on. At this time, there are three points worth 


mentioning. 


i How does a special examination get started. As you know, it is not up to the 
audit committee, or the board of directors, to appoint the examiner. The 
legislation states clearly that the auditor will be the examiner unless 
another auditor is appointed by Governor in Council. Therefore, there has 
been some uncertainty on just how a special examination gets started - that 
is, who takes the first step? The legislation indicates that it is up to the 
parent corporation to "cause" special examinations to be conducted of itself 


and its wholly-owned subsidiaries. 


In some eases, the initiative has come from the corporations. In other 
cases, we have initiated the process by raising the issue at audit committee 
meetings. As you can appreciate, we have a concern about the even 


scheduling of work over the remaining period between now and September 
1989; 


Regardless of who takes the first step, our preference is to have a motion of 
the audit committee, or the board of directors, requesting the 


commencement of the survey. 


2 Internal audit. In the context of special examinations, reliance on internal 
audit is turning out to be an issue of primary importance. Although we do 
not see internal audit as either an agent for the examiner or as a 
replacement for special examinations, there is considerable room for co- 
ordination to ensure that unnecessary duplication is avoided while special 
examination responsibilities are met. As J-P. Boisclair has mentioned, the 
Foundation has launched an interesting research study in this area. We look 


forward to the research results. 
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3: Differences between special examinations and value-for-money work. The 
Office considers the annual audit and special examination provisions to be 
equivalent to comprehensive audit. Nevertheless, we are finding that it is 
important to recognize and respond to the differences between the sort of 
value-for-money work we have been doing for years in government 
departments and agencies under the Auditor General Act and the sort of 
work that seems to be required to respond adequately to the special 
examination provisions of the Financial Administration Act. The more 


obvious differences are: 


= providing positive assurance, rather than reporting instances of 
problems encountered; this has implications on the scope and depth of 


work required; 


= keeping in mind that the board of directors, rather than Parliament, is 


the primary "client"; 


= reporting of reliance on internal audit, as J-P. Boisclair mentioned, is 


a particular requirement of the special examination provisions; and 


= the need to consider the extent to which special examinations will 
involve the actual testing of value-for-money, as distinct from the 
review of systems only - perhaps this will be considered during the 
group work sessions this afternoon; also, I imagine that the 
Foundation's research study on auditing effectiveness will touch on 


this question. 
Some Plans 


ho General. As I have already mentioned, we will be anxiously awaiting the 
results of the Foundation's research studies, and pronouncements from the 
Public Sector Accounting and Auditing Committee - particularly those 
dealing with compliance and audit standards for comprehensive auditing. 
The Manual and supporting audit tools and techniques will be revised as a 


result both of these developments and the further experience that is gained. 


SAs 


Compliance with authorities. We have initiated work on developing a 
computerized file of relevant authorities so that our staff will be able to 
aecess them by corporation and by transaction stream. I think it is 
important that we stay up to date with the regulations that are issued so 
that we can perform an adequate authorities audit as part of the annual 


audit. 


Quantitative information. We are reviewing past annual reports of 
corporations to see what kind of information has been reported and what 
might be expected to be subject to audit. We are also reviewing the nature 
and extent of the assurance that is expected and the most appropriate form 
of audit reporting. Finally, in the coming months, we will be considering the 
audit procedures that would be appropriate for auditing quantitative 
performance information. We would like to be ready by next April to 
undertake such audit work should we be asked to do so. Perhaps the results 
of our deliberations in this area will be best captured in a "Discussion Paper" 
- or maybe we should even consider making them the subject of a future 


workshop. 


Special Examinations. J-P. Boisclair indicated that the special examination 
concept is "a whole new ball game". Maybe it is, maybe not. We will be 
carefully reviewing the methodology that was developed during the Crown 
corporation "laboratory experiment" carried out several years ago, as well 
as the methodology contained in the Office's audit guides, to establish their 
relevance and usefulness in carrying out special examinations. Also, we are 
now finalizing a Discussion Paper on planning a special examination. This 


paper, once completed, will be available to you should you wish to review it. 


Other projects, such as definitions and clarification of terms in the 
legislation and considerations of the implications and impact of the 


"restrictive" clause (Section 147) are also being worked on. 


Bio? ee 
Conelusion 


In conclusion, while some experience has been gained with the new 
provisions and some worthwhile progress has been achieved in the past year, much 


remains to be done. 


This legislation has given us concepts and procedures that break new 
ground. We do not have time to waste by speculating on whether the amendments 
are a burden or a blessing or whether they could have been worded in a clearer 
fashion - we have a professional responsibility to devote our energies to fulfilling 
the expectations and obligations resulting from the annual audit and special 


examination provisions. 


I hope we ean all continue to work together - to raise and resolve 
issues - so that we, and others, can conclude that these provisions are working as 


intended. Thank you. 


ee ie Se ee | a 


: ey =. « kt ( cole Cal 
ia a ) > 7 —— i 
i 
# ae a  e3 > . 
' =e » pale 
ay 
i oak 
ve 
i 
i] 
if 
VF 
« 
j 
7 
i 
«ft an 1e 
a 
a! 


SA 


A VIEW 


FROM THE PRIVATE SECTOR 


Raymond Morceel 


INTRODUCTION 


I was asked to provide you with a viewpoint coming from the private 
sector. I would first like to thank the Office of the Auditor General for this 
opportunity to be with you here today. I feel that I probably am, or should be, a 
very humble participant in these proceedings as I certainly am here to share views 


with you all; certainly, in no way, to provide answers or solutions. 


Like everyone else, I have gone through a first year under the amended 
Financial Administration Act and I probably face the same situations, have the 
same concerns and pose the same questions that many of you have already 
expressed. As a matter of fact, this could be a good thing. In listening to the 
other speakers on the platform this morning, I found that they already expressed 
some things that I was about to say. I guess this goes a certain distance toward 
establishing that our views meet somewhere down the road. As our presentations 
have not been prepared in any kind of consultation, I think it is an indication that 


these issues are really out there. 
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BACKGROUND 


In order that there will be no misunderstanding as to the depth or 
breadth of experience that I may have had, I will briefly tell you about my 
background in auditing Crown corporations to date. I have been the auditor of a 
Crown corporation, the Federal Business Development Bank. .I was the statutory 
auditor for fiseal 1977-1981, inclusive, under the Federal Business Development 


Bank Act and the former Part VIII of the Financial Administration Act. 


During this five-year mandate, the Federal Business Development 
Bank was invited to participate in the "Laboratory Group" sponsored by the Office 
of the Auditor General, to which Bill Radburn alluded earlier this morning. The 
Laboratory Group involved a group of six Crown corporations that underwent 
experimental comprehensive audits between 1979 and 1983. Asa result of this, I 
was involved in a comprehensive audit -- not a complete one -- but a 
comprehensive audit of some magnitude in terms of coverage; that was completed 
in 1983. Therefore, I have shared the benefits of the methodology developed by 
various people, including some people I recognize in the audience this morning. I 
have gotten my feet wet and been exposed to some of the problems and realities 


of comprehensive auditing. 


I have subsequently become, again, the auditor of the Federal Business 
Development Bank and have just completed the first year of a new mandate as 
joint auditor. The Federal Business Development Bank Act provides for a joint 


audit in the year of change-over. 


With some of my colleagues at Price Waterhouse, I am now in the 
process of planning the special examination of the Federal Business Development 
Bank in conjunction with the Bank's internal audit group. We anticipate 


presenting our audit plan to the board of directors of the Bank next February. 


As a matter of side interest, I have enjoyed the privilege of meeting 
and working with a number of people in this room over the last year as a member 


of the Public Sector Accounting and Auditing Committee of the Canadian 
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Institute of Chartered Accountants. I would hope that my views would echo those 
of other members of the private sector, although I certainly cannot be sure of 
that. 


PRIVATE SECTOR REACTIONS 


What are, in general, private sector reactions to the passage of Bill C- 
24 and the new panorama that this legislation has brought about? After the long 
period of awaiting Crown corporations legislation, during which various versions 
of a Crown Corporations Bill were put forward only to die on the order paper, Bill 
C-24 provided for a number of very radical changes. I believe the private sector 
has welcomed these changes but not without certain concerns about a number of 


its implications. 
AUDIT FRAMEWORK 


The private sector welcomes the amended Financial Administration 
Act in so far as it introduces a new philosophy of audit for Crown corporations. I 
think it brings about great improvements in the audit framework. The audit 
requirements have been clarified; roles and related responsibilities are better 
defined. One can stop and think of the roles that have been defined for the 
government, the appropriate minister, the board of directors and, more 
particularly, its audit committee, the Auditor General, including his relationship 
with private sector auditors, and the role and status of internal auditors. 
Provisions have also been made in this legislation for a mechanism for settling 
disputes about special examination plans. All in all, I believe it provides a better 


product for management. 


Let us go back now to some of the areas that I have mentioned. The 
audit framework and requirements have been made more precise. Like many of 
you, I have lived under the old Part VIII regime of the Financial Administration 
Act and I find myself, under the new Part XII of the Financial Administration Act, 


in a much more comfortable position in some respects. 
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Previously, a Crown corporation could be subject to the Financial 
Administration Act as well as to other Acts. Now we know that the Financial 
Administration Act prevails. Previous legislation referred, so far as we were 
concerned, to financial control. We now have financial and management control. 
Information systems and management practices must be maintained by a 
corporation to provide reasonable assurance that assets are safeguarded, 
transactions are in compliance with specified authorities and financial, human and 
physical resources are managed economically, efficiently and effectively. I think 
this provides everybody with a better understanding of what constitutes good 
management. There were various forms of reporting on the financial statements, 
depending on the corporation. We now know that reporting will be in accordance 
with GAAP. Although GAAP ean be augmented by regulations, as was mentioned, 
my understanding to date is that such regulations will more than likely apply to 


those areas where, within GAAP, choices may be made between practices. 


COMPLIANCE 


In the past, under Part VIII of the Financial Administration Act, most 
of us were dealing with the compliance of transactions that had to be viewed 
within the context of all applicable legislative powers. We now have a much more 
precise context, although it appears to be enlarged. I think it is much easier to 
deal with compliance in relation to Part XII of the Financial Administration Act, 
its regulations, the Charter, the by-laws and the directives. As a member of the 
Public Sector Accounting and Auditing Committee, I was able to see, over the last 
year, how interpretations differed among publie sector auditors when it came to 
determining the extent to which additional work would be undertaken to meet the 


compliance component of the audit report. 


OTHER MATTERS 


The "other matters" portion of the audit report has not changed; I 
presume a certain gray area will always remain. However, I think with the 
precision that has been introduced in other areas, "other matters" will probably 


involve a narrower area than they may have covered in the past. I think that, 
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although the opportunity was there in the past, the current obligation to consult 
the Auditor General when an "other matter" issue arises will probably contribute 
to solving the interpretation problems with that requirement that private sector 


auditors have had in the past. 
AUDIT COMMITTEE 


Another element which I think is worth considering in detail is the role 
of the board and, in particular, that of its audit committee. This role, as you all 
know, has been enhanced. The existence of an audit committee is now a 
mandatory matter. Important responsibilities have been given to audit 
committees, responsibilities that include and even go beyond that of the Canada 


Business Corporations Act. 


I think the audit committee has been charged with a very vital role in 
that it sits at the centre of the action and of the interplay between the external 
auditor and the internal auditor; it ensures that both the annual audit and the 
special examination regimes are working well. I think this very active role that 
has been given to the audit committee should help ensure that cost-effectiveness 
will prevail with respect to annual audits and special examinations. This will 
benefit the government, it will benefit the legislator, it will benefit the public, 


and, I am sure, it will also benefit the corporation's management. 


I believe that audit committee meetings will become more and more 
technical and I think that to be appointed to an audit committee in a Crown 
corporation will be something that an invitee will consider very seriously before 
aecepting. This is especially so when you consider the responsibilities involved 
and the amount of work that should be ahead. I believe also that the committee's 
consultative role with respect to the choice of the external auditor and the 


examiner is a desirable feature of the legislation. 
CONSULTATION WITH THE AUDITOR GENERAL 


Let us consider the relationship between the private sector auditor or 


examiner and the Auditor General. I am sure there was always a standing 
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invitation on the part of the Auditor General for any public sector auditor to 
consult with him on any matter. That, of course, is now provided for in the 


amended Financial Administration Act. 


I think the obligation to consult with the Auditor General with respect 
to any matter that, in the opinion of the auditor should be brought to the 
attention of Parliament, is a very desirable and beneficial feature of the new 
legislation. This provides for a more formal process; it also provides for a more 
normal process when one considers the role and the responsibilities of the Auditor 
General in regard to Crown corporations. Although there will continue to be a 
gray area on the subject of "other matters" - I believe the consultation process 


ean only be beneficial to everybody concerned. 
INTERNAL AUDIT 


J-P. Boiselair stole a lot of my thunder when he elaborated quite 
extensively on the role he sees for internal auditors. Again, I presume this is an 
example where one's reflection on a subject matter and that of another, developed 
independently, happily come to a similar conclusion, at least similar to some 


extent. 


There is no doubt that the internal auditor's role has now been given 
legislative stature both in respect to the annual audit and the special examination. 
The fact that the external examiner has to make a statement on the extent to 


which he has relied on the internal auditor is clear evidence of this. 


This formalization of the relationship between the external auditor 
and the internal auditor which is provided for by the amended Financial 
Administration Act is a welcomed element of the legislation. I can only see it as 
a way of intensifying the dialogue which (depending on circumstances) has already 
taken place between the external auditor and the internal auditor in the context 
of the annual audits. However, I think that this formalized relationship provided 
by the amended legislation, and the related responsibilities that ensue, should 


provide a greater degree of interrelationship between both groups, particularly at 
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the planning stage. It becomes very important that any overlap be avoided if we 
are to ensure that audits and special examinations are cost-effective, given the 


role that the internal auditors are called upon to play by legislation. 


It is also very important that there should be more transparency 
between the external auditors and the internal auditors in regard to their 
respective work; the work of internal auditors will have a greater influence on the 


work of the external auditors. 


This interrelationship, if it is appropriately and correctly carried out, 
should reduce the cost of annual audits and special examinations. I would like to 
believe that this will also ensure a more effective use of internal audit resources. 
As we all know, there are various people out there, under varying designations, 
doing different types of work of a nature that is usually called internal audit. 
However, I would like to believe that the emphasis of internal auditors will now 
shift more toward the issues that are relevant to meeting the requirements of the 
amended legislation and away from other types of work that they have earried out 
in the past. This will also, I would imagine, meet with the hopes of the internal 


auditors themselves. 


I would also envisage that the important role that internal auditors 
will be called upon to play, particularly in the area of special examinations, will 
progressively bring about an improvement in the status and in the quality of 
internal audit staff. More particularly, one can easily imagine, as one has seen in 
many comprehensive audits, that many disciplines will be brought together to 
satisfy the requirements of the mandate, given the multi-discipliniary nature of 
special examinations and the nature of operations of Crown corporations. It is 
more than likely that in the future, internal audit groups will include more multi- 
disciplinary talent than has been seen in the past. This will depend on the extent 
to which management will require that these legislative requirements be met by 
internal audit personnel and on the agreement and involvement of external 


auditors. 
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CONCERNS OF THE PRIVATE SECTOR 


What are some of the concerns of the private sector auditor in relation 
to the amended Financial Administration Act and its requirements? The 
legislation is specific, but many questions are out there to be answered and 
probably our deliberations today will contribute to that process. Little is 
available to guide the profession in reporting. Do we have one report or do we 
have several reports? If several, where are these reports located? Little is 
available in the area of methodology, standards for economy, efficieney and 
effectiveness examinations and on the nature of audit evidence required for such 
examinations. Mind you, I am quite confident that these areas of concern will be 
addressed down the road by the appropriate bodies but, at this point I think there 
is not much available that people can use, depending again on the types of 


operations that we are to deal with. 
MANAGEMENT AWARENESS 


It is my belief that one of the concerns of the private sector is that 
management needs to do some homework or perhaps we need to instruct people 
further. The Canadian Comprehensive Auditing Foundation has put out a 
magnificent directors' guide, entitled "Auditing Federal Crown Corporations: A 
Director's Guide to the Audit and Special Examination Provisions of the Financial 
Administration Act". The Office of the Auditor General has produced a 
document, a very precious document, entitled, "Audit Committees in Crown 
Corporations: A Guidebook from the Office of the Auditor General". I'm sure you 


all have it. 


Despite the existence of some such documents, I still meet people in 
the private sector for whom broad-scope auditing, value-for-money auditing, 
comprehensive auditing and special examination are just so many mysteries or 
mysterious words that are taken for one another, confused, and may still mean 
different things to different people. I think people sitting around an audit 
committee table will need to do some homework to accomplish the role set out by 


the amended Financial Administration Act, particularly in the conduct of the 
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special examination. For instance, I think, management must dispell the thought 
that a special examination is something like a management consulting 
engagement. I would be surprised if there was anybody among you who has not 
come across this interpretation. I would be surprised if you have not come across 
somebody, perhaps somebody sitting on the board of a Crown corporation, who 
thinks that these special examinations are probably consulting assignments. I 
think the message that we are in an audit mode has got to be made very clearly. 
Management consulting assignments may result from examinations, but a special 
examination is conducted in an audit mode and, therefore, is not a management 


consulting assignment. 


Some other questions which are in the minds of private sector auditors 
may have been answered or may be close to being answered. I'm very anxious to 
read the booklet entitled "Preparing for Special Examinations of Federal Crown 
Corporations: A Status Report - September 1985" that the Canadian 
Comprehensive Auditing Foundation has provided to us. I was flipping through the 
pages this morning and I saw that some of the questions I have raised or will raise 
in a moment are echoed in that brochure. Thus, I am anxious to see what response 
has been given to them, if any. In all events, some of the questions that I and 


others from the private sector have in mind follow. 
QUANTITATIVE INFORMATION 


Will quantitative information subject to audit be auditable? Many of 
you in the private sector have had to struggle with the type of problems 
associated with the production of comfort letters that go on for pages and pages 
in relation to information provided in a prospectus related to public financing. 
This information is not as easy to audit as one would like to think. I would 
imagine that a consultation process with the management of a Crown corporation 
and its auditors would take place at the time when such information would be 


identified for a subsequent audit. 


I'd like to see another question answered with a greater degree of 


precision. What does "accurate in all material respects" mean? How will a 
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private sector auditor react to accurate but incomplete (or perhaps irrelevant) 


information, not to mention information that could be misleading? 
COMPLIANCE WITH AUTHORITIES 


What guidance will there be down the road relative to compliance 
reporting? Mind you, I'm very conscious that, in this respect, there is an 
important document which has already been exposed. An exposure draft has been 
produced by the Pubie Sector Accounting and Auditing Committee relating to 
auditing for compliance with authorities and a re-exposure draft will be made 
available in the very near future. This already goes a long way to answering some 
of these questions. Perhaps as we go along and as we face the issues very 
precisely, we may need further guidance - especially for those less accustomed to 


compliance auditing than are legislative auditors. 
OVERLAP OF AUDIT REQUIREMENTS 


Will an audit of "quantitative information" lead to compliance 
auditing? I would presume that the answer to this is yes. Another question often 
heard is, what is a "transaction" when one has to refer to such a word in an audit 
report in relation to compliance? Not a new one, but one that has been repeated 
again this morning; what is or what is not an "other matter"? How will the annual 
audit and the special examinations interrelate over time. How will the annual 
audit relate to a special examination conducted over a period of time - two years, 
for instance? What elements of compliance and quantitative information auditing 
overlap with special examinations? For example, could an issue in a special 


examination become a compliance or "other matter" issue in the annual audit. 


RELIANCE 


Turning now to the question of reliance on internal auditors, one could 
raise the following concerns. What is going to be included in a special 
examination when the internal auditors are, as contemplated in the legislation, to 


have such an important role. By the way, what is an internal audit? There are 
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various answers that probably come to your minds, as we have faced situations in 
which various types of work have been conducted by different people under the 
general term, internal auditing. I am not sure that all these types of work would 
be of the same quality and could be placed together under the same reliance 


category. 


Speaking of reliance, will the external auditor rely on the internal 
auditor's opinion or on his work? My preference would go to the latter. How will 
the basis for reliance be worked out? As we all appreciate, the external auditor 
must be satisfied with the standards of the internal auditors. Can we envisage 
100 per cent reliance on the assumption that internal audit work would be 100 per 
cent perfect? As responsibility and liability rest with the outside auditor, this is a 
particularly difficult question within the context of a special examination. I know 
that we are all familiar with interacting with internal auditors in conducting 
financial audits, and there are techniques and means of satisfying ourselves as to 
the degree to which we can rely on the work of the internal auditors. But I am 
not sure what other techniques we might need to have recourse to, if any, in the 


area of special examinations. 


Another question, which I think J-P. Boisclair raised as well, is how 
will the internal auditor's traditional role of support to management be affected 


by the new responsibilities resulting from the amended legislation? 
CONCLUSION 


I guess, my last word would be that I have the strong feeling - and this 
was echoed again by J-P. earlier - that we must make this whole thing cost- 
effective. Benefits must be there to be seen by management if this entire 


operation is to be the success that we wish it to be. Thank you very much. 
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GROUP WORK SESSIONS 
Planning for a Special Examination (Groups 1 and 2) 


These two groups discussed issues relating to the planning of a special 


examination. Discussion points were provided to each participant - see pages 72 
and 73. 
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GROUP 1: 
PLANNING FOR A SPECIAL EXAMINATION 


Leonard Rutman 
(Rapporteur) 


The group addressed each of the topies identified in the "Discussion 
Points" but we did not go from one to the other sequentially. I would like to 
present the theme areas that we discussed and, to the extent that we came to 


agreement on some of the topics, I'll try to convey that. 


The first overall topic that we talked about concerned the differences 
and similarities between special examinations under Part XII of the FAA and 
value-for-money audits under the Auditor General Act. The group felt that there 
were a lot of similarities in the planning process in relation to understanding the 
audit entity, reviewing systems, justifying the special examination and so on. 
However, we also recognized some major differences. We could have put together 
a long list of differences, but there are three important ones that the group 


discussed. 


The first has to do with the mandate, as described in the FAA, in 
relation to providing positive assurance. In this regard, the feeling was that, in 
planning a special examination, we would not be driven to identify just those 


issues for which there is some major payback to the clients, because the concern 
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in a special examination is to provide an overall opinion as opposed to focusing on 


deficiencies. 


The second had to do with criteria. The feeling was that when you go 
beyond the general level, there are no specific criteria or standards that can be 
easily adapted to Crown corporations. The lack of specific criteria suggests the 
need for a greater degree of pragmatism on the part of the examiner in terms of 
time, costs and the interface with the internal auditors. The discussion also 
suggested that examiners would require great sensitivity in their dealings with 
internal audit because the two parties have a somewhat different mandate - 


especially with respect to reporting. 


The third topie related to the scope of the special examination. Here 
there was an overriding concern that there be chewable chunks in which the 
special examination would be covered. The way of beginning to identify the 
chewable chunks would be first to identify separate businesses or operations, and 
to begin by asking the audit committee how it could be assured that the 
corporation is economical, efficient and effective. This would be done by the 
examiner applying a framework similar to the one for value-for-money audits of 
departments. It would include looking at the information and systems that are 
considered to be significant and worth examination. I think our dilemma, and it is 
one perhaps that has not been resolved in carrying out value-for-money audits of 
departments and agencies, is how then to zero in on specifie projects. In other 
words, from the general question asked of the audit committee regarding 
assurance and the type of broad framework that I have just described, how do you 


then identify specific projects that require examination? 


There was a specific issue that our group discussed at length in 
relation to scope - the role of the audit committee. The concern was that the 
legislation, in encouraging the involvement of the audit committee, might give 
the impression that the audit committee could perhaps do more than is stated in 
the legislation. The primary concern would arise if the audit committee saw 
itself playing a major role in approving the scope of the audit, whereas the 


legislation actually specifies a more narrow role relating to reviewing the plan. 
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One area where the group was in agreement had to do with the need to 
do rotational - or continuous - examinations. The feeling was that a one-shot 
special examination every five years is unrealistic because of the complexity of 
most Crown corporations and the need to focus on chewable chunks. Therefore, 
there would be a need for two plans; a long-term plan covering the cycle, which 
would likely be five years, and another, yearly, plan. The issue is, what kind of 
opinion is expressed at the end of the year, as distinct from the opinion expressed 
at the completion of the cycle? Moreover, what happens if there is a change in 
examiners within the five-year period? Any attempt to implement rotational 


audits should consider those two issues when developing a long-range plan. 


We talked about criteria but did not spend a lot of time on the topic. 
We recognized that there are two levels of criteria. At the broad level are 
criteria that can be discussed with an audit committee and, to a large extent, 
they are available as a result of the work already done in the value-for-money 
area. However, there is a need for much more specific criteria to implement the 
detailed special examination work and to provide the basis for the overall opinion. 


This summarizes our group's discussion. 
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GROUP 2: 
PLANNING FOR A SPECIAL EXAMINATION 


Martha Tory 
(Rapporteur) 


Our group looked at the same discussion points as Len Rutman's. 
These related to planning for a special examination and, as you might expect, we 
touched on many of the same issues. We started off addressing the first 
discussion point and then we wandered a bit. But when we came back at the end 
to go through each of the questions, I found that in our wandering we had touched 
on most of the issues that had been given to us. There were a few we really did 
not do justice to, but I think, for the most part, we were able to draw conclusions 
that everyone in the group felt comfortable with. I have summarized our thoughts 
based on the discussion points, and I think that is the best way to deliver them to 


you. 


The first discussion point had to do with the requirement for a survey 
of systems and practices. We decided that what must be done in the survey is to 
identify the key elements and activities of the organization. The primary 
objective is to come away with a very, very good understanding of what makes the 
organization tick; what we called the significant or key elements and activities. 


Once grasped, they will lead to the key systems and practices required to give 
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assurance that those key elements or activities are being carried out 


appropriately. 


We felt that it would be important, in terms of meeting the obligation 
to provide positive assurance, for management and the board to endorse the key 
elements and activities identified by the examiner. Right up front, the examiner 
needs to have the assurance that management and the board agree with his or her 
definition of what is important, because the rest of the work done by the 


examiner is going to be driven by what he or she has defined as being significant. 


We considered what is encompassed by the term "systems and 
practices", but that was an area on which we did not spend much time. We 
concluded that we had a general appreciation of the notion, and had some common 
understanding at a very general level, but felt we might get into trouble if we got 
into specifies. Since there were only a few minutes left, we proceeded on other 
points. We did, however, agree that a list of typical management systems and 
practices could be developed, particularly for functional areas. There was no 


common agreement on the level of precision or detail of the list. 


In terms of how to conduct the survey, we talked about a two-part 
survey for most corporations. The first part would be an overview and, as part of 
that overview, the examiner would identify the key elements and activities so as 
to get a good understanding of the corporation - what Len referred to as the 
chewable chunks. That would be the primary purpose of the initial survey. Len 
also talked about the long-term plan that would provide for five years of "here's 
what we're going to do" and "here's why we're going to do these things". Then, on 
an annual basis, or prior to each project, there would be a detailed look at the 
particular areas that had been identified in the longer-term plan. As part of that 


activity, the detailed systems and practices and the criteria used to assess them 
would be identified. 


The second discussion point related to defining the scope. The group 
decided that one of the first questions related to the information that must be 


collected. Once again, we focused back on the main objective of the survey, 
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which is to determine the key activities. We determined that the information 
needed relates to having assurance that all key elements and activities have been 
identified. 


The second discussion point asks whether the scope extends beyond the 
systems and practices that are in place to those that should be. There was clear 
agreement that the scope of the work extended to the systems and practices that 
should be in place. Here we related back to our list of typical management 


systems and practices to help us identify those missing. 


On the role of the audit committee in defining the scope, we felt that 
one of the committee's critical roles is confirming the key elements identified by 


the examiners as the most important activities of the corporation. 


One other point concerns reliance on internal audit and its impact on 
the scope. We concluded that reliance on internal audit really affects how the 
work is divided and not the scope of the work. The scope is defined independent 


of the reliance decision. 


We did not spend as much time on criteria as Len's group, but we 
agreed that criteria should address both processes and the results of processes in 
order to provide reasonable assurance that the systems result in economy, 
efficiency and effectiveness. Only by examining the results as well as the 
processes can it be established that the systems in place are achieving anticipated 


results both in theory and in practice. 


The fourth discussion point related to reliance on internal audit. We 
eonecluded that to maximize reliance on internal audit, it was important to 
determine the reliance in a future-oriented mode rather than looking at the past. 
One alternative would be for the examiner and internal audit to undertake the 
planning phase together and decide what characteristics were required for the 
examiner to rely on internal audit. Another possibility would be for the examiner 
to review work previously performed by internal audit to determine whether the 


work could be relied on. We felt that in order to maximize reliance, planning 
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should be undertaken jointly with internal audit and, as a result, reliance decisions 


would be made at the beginning of the process -- not afterward. 


To make the most of internal audit's effort, the scope must be clearly 
defined. Moreover, by defining criteria jointly with internal audit, there is some 
assurance that, if the internal auditor covers those areas, the important elements 
will have been examined. We addressed the issue that there may be some very 
sensitive topies upon which an internal auditor may not have the independence to 
report to senior management (because his or her relationship with senior 
management does not permit such a report). We concluded, however, that this 
situation would not preclude the internal auditor from performing the work. The 
examiner, an external party, could issue the report. In other words, just because 
the internal auditor may lack the independence to report on certain issues, does 


not mean that he or she eannot do the work in that area for the examiner. 


Finally, we all agreed that the examiner should rely on the work and 


not the opinion of internal audit. 


We did not spend any time on discussing the possible form of the plan 
and the information that it might contain, but we had addressed a number of the 


issues when we covered other points. 


We agree with Len's group that under most situations an examination 
should be continuous. The opinion was advanced that the decision between a 
continuous and a periodic approach was a function of the number of person-hours 
required for the examination. The determinants would be factors such as the 
Crown corporation's size and complexity. In the final analysis, an operating 
environment can only absorb so many audit hours during a given period. Over a 


certain threshold, the examination effort cannot be undertaken all at once. 


Although we were running out of time, a number of other points were 
raised that we would have liked to address: for example, what periods should be 
covered by a continuous examination; how to report on continuous examinations; 
what would be the optimum team size; how many audit/examination hours can be 


imposed on a corporation? 
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SUMMARY: PLANNING THE SPECIAL EXAMINATION 


Henno Moenting 


On the planning side, the word that struck me as conveying the main 
message was pragmatism -- the need to be pragmatic. This was evident in a lot of 
the comments made by the rapporteurs: for example, the need to break up the 
examination into chewable chunks; the need to identify the businesses and 
activities as a starting point; the need to avoid overkill in auditing; the need to 
obtain the audit committee's agreement on the corporation's key activities, while 
recognizing the committee's limitations and constraints. Other important factors 
identified include the requirement to focus on areas of real substance in the 
corporation --to avoid the picayune -- as well as the need to rely on the work of 


internal audit and to understand the way it functions in the organization. 


Pragmatism, to me, means at least a couple of important things in 
terms of where we are now. One is that we need to proceed fairly cautiously and 
cost-effectively. Perhaps the most important point in this regard was made by 
J-P. Boiseclair this morning -- we have to make sure that the managers and boards 
of directors of Crown corporations see the special examination as a valuable tool. 
This is particularly important as we launch the first series of special 
examinations. Pragmatism also means that we must learn from what we are 
doing, as we are doing it, so that we can find out what works and why, and what 
does not work --and why not. A search for answers may very well lead us back to 
another forum such as this, where we can talk to one another about some of the 
more practical issues when we have a bit more experience. It could be a very 


useful way to proceed. 
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PLANNING FORA SPECIAL EXAMINATION 
- DISCUSSION POINTS - 


Groups 1 and 2 


INTRODUCTION 


Each corporation is required (FAA - $.138) to maintain financial and management 
control and information systems and management practices so as to provide reasonable 
assurance that: 


- assets are safeguarded and controlled; 


- financial, human and physical resources are managed economically and 
efficiently; and 


- operations are carried out effectively. 


The examiner is required (S.143(7)) to express an opinion on whether, with respect to 
the cirteria established, there is reasonable assurance that there are no significant 
deficiencies in the systems and practices examined. As well, the examiner has to state the 
extent of reliance on internal audit. 


DISCUSSION POINTS 


“Before an examiner commences a special examination”, the examiner is required to 
survey the systems and practices of the corporation and submit a plan for the examination, 
including a statement of the criteria to be applied, to the audit committee (S$. 143(3)). 


We Survey of Systems and Practices 


- What is required of such a survey to ensure that the examiner will be able, at 
the end of the examination, to meet the obligation to provide positive 
assurance on the systems and practices of the corporation? 


- What is encompassed by the terms “systems and practices”? Is it possible to 


develop alist of typical management systems and practices that can be used as a 
starting point? 


- How 1s a Survey conducted? 
Pag Defining the Scope 


S What are the important considerations in setting the scope for a special 
examination (e.g., reporting requirements, “period under examination”, risks 


facing corporation, materiality/significance, cost-effectiveness considerations, 
etc.)? 


e What information must be collected by the examiner to provide a basis for 
determining scope, and what are the means of collecting it? 


® Does the scope extend to the systems and practices that should be in place 
as well as those that are? 


@ What is the role of the audit committee (board of directors) in defining 
scope, given the need to balance considerations relating to the board's 
responsibilities and the independence of the examination? 
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Criteria 


- How does the examiner develop criteria relating to good management systems 
and practices that will allow him/her to reach the opinion required? 


- Should criteria relate to processes (e.g., systems established to achieve 
something) only or also to results achieved by systems and practices? 


. What level of detail is required in the criteria? Can audit committee members 
be expected to deal thoroughly with criteria detailed enough to be of use in 
reaching the examination opinion? 


Reliance on Internal Audit 


- What work is required during the planning phase to maximize the possibility of 
relying on internal audits? 


- In what ways should internal audits affect the plan for the special examination? 


The Plan 


- The output of the planning phase of a special examination is a plan. 
What form can it take? What information would it contain? 


Continuous versus Periodic Examinations 

The Act requires a special examination to be carried out at least once every five years 
(S.143(2)). The Act does not specify whether the special examination plan should be 
carried out all at once (periodic) or as a continuous series of projects over several 


years. 


= What are the most important factors affecting the choice between the 
alternatives? 


- What are the advantages/disadvantages of each approach? 
- How does the choice of approach influence the nature of the planning 
process in terms of the considerations 


(points 1-5) above? 


- How does the choice affect reporting? 
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GROUP WORK SESSIONS 


Reporting on a Special Examination (Groups 3 and 4) 


These two groups discussed issues relating to special examination reporting. 


Discussion points were provided to each participant — see pages 89 - 91. 
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GROUP 3: 
REPORTING ON A 
SPECIAL EXAMINATION 


William Bradshaw 
(Rapporteur) 


I realized as I sat here listening to the very clear descriptions of what 
happened in the first two groups that I do not know what happened in our group. 
We made what at first seemed a mistake and tried to apply the framework 
described by J-P. this morning. It stimulated a lot of discussion and by the end we 
had come full circle and thought it was pretty good. We spent quite a bit of time 
talking about the dimensions of the three major systems as we saw them from the 
perspective of a board of directors - information to the board; overall 
arrangements; and key operational systems. We then talked about the breadth and 
reliability of the information needed to satisfy the requirements of economy, 


efficiency and effectiveness - as well as compliance. 


We also tried to build a hierarchical framework to describe how 
Parliament, Cabinet, the Treasury Board ministers and Secretariat and the Crown 
Corporations Directorate all fit in. One thing we did agree on was that the 
special examination should include in its scope of work an examination of a Crown 
corporation's planning processes, including any operational plans submitted to the 


government. 
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We then discussed the sample report, which included a number of 
exceptions and qualifications. However, we felt that even if there had not been 
qualifications, its use of technical terms (the meaning of which is not clear), plus 
the amount of detail, might generate more anxiety than comfort. Although we 
were critical, we were also trying to be constructive and, in that context, we 
were reminded that when the profession first began auditing financial statements, 
the wording of our reports stated, "audited and found correct". This notion of 


aecuracy is still reflected in the wording of Quebec audit reports. 


There was some general agreement with this morning's suggestion that 
assertions prepared by management would serve as a basis for an examiner's 
report. However, we had a couple of private practitioners in our group, who 
reminded us that when an auditor is seated across from an audit committee, the 
committee always starts by wanting to know precisely what is in the audit plan, 
the proposed fee and the duration of the audit - but frequently, this is where the 


discussion ends. 


We had a brief discussion on the minimum scope for a periodic 
examination, although most of our discussions were predicated on a continuous 
examination broken down into cycles, and we discussed whether the examiner 
could expand the scope of work at the request of the audit committee. However, 
we agreed that a minimal basie scope would be required to provide assurance. We 
listed the expectations of each of the parties - the directors, the minister, the 
central agencies, the public - and then we wandered off into a rather discouraging 
discussion of auditors! liability and fees. While liability perhaps is not the thing to 
focus on at this particular time, we felt that the expectations of all interested 
parties in a special examination are very important. Another discouraging aspect 
of our group was that each time we talked about operational systems the 
discussion turned to air safety. I kept reminding them that I have to fly home 


tonight and to get on to something else! 


One item on which we all agreed was that internal auditors are the key 
to the special examination process, particularly in terms of their contribution to 


assurance and their work in relation to operational systems. One of our 
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participants said that it is important to bring internal audit up to date, but some 
of us have seen the tremendous progress made with internal audit in the 
departments of the federal government over the last seven or eight years (as a 
result of prodding from the Auditor General, the Comptroller General and other 
people). We felt that if the examiner was able to give an unqualified opinion that 


would be some measure of the success of internal audit. 


We did not progress very far on the topic of an opinion in the case of 
an examination that covers a period of several years. In closing, I found the 
discussion ineredibly stimulating. While we may not have agreed on a number of 


issues, I for one have benefitted from new thoughts on the topie. 
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GROUP 4: 
REPORTING ON A 
SPECIAL EXAMINATION 


Jean-Guy Laliberté 
(Rapporteur) 


I ean certainly endorse Bill Bradshaw's comments about this being a 


very stimulating session. 


The group started the discussion of the matters assigned to it with an 
open forum based on a review of the distributed material. It soon became clear 
that most of the group had the feeling that they had a good working grasp of the 
new sections of the FAA - until the start of this workshop. Since then, the 
presentations and the distributed material have highlighted a significant number 
of expressions that will surely require dozens of dictionaries and legal opinions 
before the new provisions of the Act can be fully interpreted as to form and 


substance. 


To set the stage for a somewhat standardized format for special 


examination reporting, the group agreed on three fairly general statements: 


= the legislation requires an opinion providing positive assurance; 
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- standardization in reporting is particularly important in cases 


where reports are likely to be made public; 


2 the wording of the proposed sample opinion appears to meet the 


requirements of the Act - in terms of wording. 


The group then proceeded with the discussion points that were 


assigned to us. 
ile, Period Under Examination 


The first point relates to the value of mentioning (in the opinion) the 
period under examination, whether it is a fiscal year or an elapsed period defined 
by two dates, which we interpreted as the time since the last examination opinion 
or the period during which the examination is carried out. We were very cagey in 
our conclusion, which was based on Section 143. Under that Section the examiner 
is required to state the period under examination: if it is legally required, it 


must be useful. 


The opinion was expressed that although systems and practices must 
be reviewed over a period of time, it might not be a cost-effective exercise to 
look at systems and practices that preceded those currently in place. 
Nevertheless, there was a consensus that the question of the period under review 
has to be researched to determine whether the report should cover a snapshot 


situation, or a period of years. 


Assuming that it is necessary and useful to mention the actual period 
in the opinion, we moved on to the next sub-point: would the period under review 
be limited to the period of the examination itself or could it include a period of 
time extending before or after the examination period. We answered "no" and 
"yes" in that order. We did not think the period should be strictly limited to the 
period of examination - provided, of course, that it would be useful to look at a 


past or future period for the purposes of reporting. 


e375 


2 Identification of Systems and Practices 


This topic addressed the question of whether it is appropriate for all 
important systems and practices to be identified and listed in the "opinion" part of 
the report. We concluded it was appropriate to list them but, at the same time, 
that it was important to list, elsewhere in the report, the systems and practices 
that were not examined. We observed that as an alternative to listing all the 
important systems and practices, a reference might be made to the examination 
plan previously submitted to the audit committee. Common sense should prevail 


when determining which approach to use. 


The next question was whether it is reasonable in all eases to state the 
scope in terms of systems and practices. The group agreed that it is not essential 
to do so; in fact, it is preferable to state it in terms of the work that was actually 


carried out. 


As to how one would handle situations where certain key systems or 
practices are not in place at all, we concluded that such situations would have to 
be reported factually. Whether they should be reported as a deficiency would 


require subsequent consideration by a research group. 


It was agreed that whereas identifying systems and practices is one 
thing, determining the extent to which they result in "value for money" is quite 
another. Questions arose regarding a means of linking the two. The handout 
suggested a matrix relating systems and practices to each of the three "E"s. 
However, we felt that selecting appropriate criteria would assure adequate 
linkage between the identification of systems and practices and the determination 


of value for money. 


We then tried to define "practices", an exercise which, I gather from 
this afternoon's presentations, also challenged other groups. We did not succeed 
in producing a satisfactory definition, and I suggest that it be studied in depth so 


that we can all work from a uniform definition. 
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os Audit Criteria 


This point was whether, in view of the fact that the legislation 
requires the plan to include criteria, the criteria should be included in the 
examination report for ready access by the readers of the opinion. We concluded 
that it is not necessary to repeat the criteria in the report but that references 


might be included in appendices if judged useful. 


4, Audit Criteria for Systems and Practices not Subjected to Examination 


The group concluded that there is no need to establish audit criteria 


for those systems and practices that the examiner has decided to scope out. 
De Reliance on Others 


Point 5 notes that internal audits are not defined in the legislation and 
asks whether work done by management consultants would be eligible for reliance. 
Here, again, we had difficulty with the word "reliance". We tried to make a 
comparison between use of the work of a specialist and reliance on the work of 
another auditor, and our group agreed that work done by management consultants 
would fall into the same category as work done by specialists. We might use their 
work and extend it where necessary to reach an opinion, but we would not be able 
to rely on it to the same extent as on the work of an auditor. We also concluded 
that third party names should not be included in a report, despite the fact the 


report goes only to the board, and that the information may already be known to 


board members. 


6. Extent or Degree of Reliance 


There was a complete lack of consensus on the meaning of the 
expression "the extent to which one can rely on internal auditors" as used in the 
Act. We did not know whether the expression referred to the fact that an 
examiner had relied on the work of internal audit in respect to the systems and 


practices examined or whether the expression referred to a degree of reliance 
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through the use of quantitative expressions such as "substantially" or 


"eompletely". Here again, it was strongly felt that much research is required. 
(At this point, the group ran out of time and ended its discussion.) 


Closing Observations 


I said at the beginning of the presentation that most had a feeling of 
having had a good working grasp of the new Part XII of the Act - until the start of 
the workshop. We still maintain that we do understand the spirit of the law, but 
we are concerned that too much stress might be placed on the form of the reports 
and on semantic aspects of the law. In our view, the emphasis should be on the 


substance and the usefulness of the work as viewed by boards of directors. 


Let us do our best to develop sound and practical methodology and to 
carry out special examinations effectively without the pretense that perfection is 
at hand. Financial attest auditing has been evolving for over one hundred years. 
Let us have patience and good common sense in working on special examinations 


within a reasonably structured framework. 


We will thereby stand a better chance of witnessing a normal evolution 
of this still new art. Let us do good work and report what we have done and found 
in a reasonably understandable format. With time, a standardized, generally 


acceptable format will evolve. 
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SUMMARY: REPORTING ON A SPECIAL EXAMINATION 


Wm. F. Radburn 


I think all of you have a copy of the sample opinion. The sample 
opinion should be considered a "model" report only in the same sense that my wife 
believes me to be a "model" husband -- a miniature replica of the real thing. I 
was in Group 4 but I also gather from Group 3 that, on the reporting issue, there 
were approximately three questions raised for every word there is in Section 143. 
Although I am not going to repeat what the two rapporteurs raised, there are a 


couple of general points I would like to note. 


First of all, I think this forum has foreed us to go back and look at the 
actual words in the legislation. We glanced at them before and they read well, 
but the legislation is now "live". Now we have to make it work. There seem to be 
some words in the Act that we did not notice before or, perhaps, we did not 
recognize the multitude of interpretations that are possible. By preparing a draft 
report, we have focused a bit more attention on those words. I think it is 
important to look at the reporting considerations early - at the planning stage. 
For example, if we have to report later on the scope of our work, how we might 
report the scope is something that should be considered when the scope is being 


planned. 


The issue Henno raised, that of substance over form and what purpose 
is to be achieved by this kind of work and report, I think is most important. As 
was suggested, perhaps we should avoid the difficulties involved in trying to 
define what "systems and practices" are just because the legislation says we are 
to report in that way. Instead, we should focus more on describing to readers of 
the report what we looked at, what we did and what we found -- and not 
necessarily be restricted by the words in the legislation. Likewise, the extent of 
reliance, as Jean-Guy mentioned, gave Group 4 some difficulty. How do you 


report the extent of reliance? To focus on the word "extent" results in a 
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discussion of whether the subject is instances of reliance (where you relied), 
degree of reliance (how much you relied), or both. I think we must explore these 


issues, but let us look at the substance rather than only the form. 


I think another point worth mentioning is the real possibility that 
special examination reports will be made public. Those receiving special 
examination reports may be forced to, or choose to, make them public. Again, 
that is a matter worth considering when drafting the report and even during the 


planning stage. In the interest of time, I think I will stop here. 
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REPORTING ON A SPECIAL EXAMINATION P 


SAMPLE OPINION 


Discussion points relating to the flagged items are attached. 


ik In accordance with Section 143 of the Financial Administration Act, |have made an examination of the 
financial and management control and information systems and management practices of the ABC Corporation 
that were applied during (period) to: 


ties 
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eens safeguard and control the corporation's assets; 

[+ } a. - manage the financial, human and physical resources of the corporation economically and 
efficiently; and 

- carry out the operations of the corporation effectively. 


2 The examination was made in accordance with a plan based ona survey of the corporation's systems — - — — 


and practices and submitted to the audit committee. The survey identified the following systems and Practices as 
being of primary importance to the safeguarding and control of assets, the economic and efficient management 
of resources and the effectiveness of operations: 


le 
2s 
3 
4. 
rae a ke Se Se ee 
33 The plan included a statement of the critéria to be applied in the examination of the systems and 
practices identified above. A list of the criteria is attached as Appendix __ to this report. 
oe 
4. We conducted only a limited examination of systems and practices relatedto raté Setting because 
| 6 | ~~~ these had been extensively reviewed by (e.g., consulting firm) during the period from to and 
we determined that we could rely substantially on that work. In addition, we determined that we could rely 
completely on recent internal audits of and — ~and..accordingly conducted only limited 
examinations in those areas. Finally, recent and ongoing work by internalauditon atid ee ee 


allowed us to reduce significantly the amount of examination work that would otherwise have been necessary in 


[3 | o relation to those systems and practices. 


a 


53 In my opinion, in relation to the criteria established, and with the exception of the systems and 
practices named below, there is reasonable assurance that there were no significant deficiencies in the financial 
and management control and information systems and management practices that were applied by the ABC 
Corporation during the period from to 


The systems and practices in which significant deficiencies were identified are: 
Ate 
2 
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6. The significant deficiencies in (1) and (2) are described in subsequent sections of this report. The 
deficiencies in (3) are described in detail in the internal audit report on that topic dated . They 
are also summarized in subsequent sections of this report. 


~ 
es 


ae We identified a number of opportunities for improvements in the systems and practices we examined. 


These are outlined in the report that follows. 


(Signed) 


ee a ee Ben st... 


= 90 = 


DISCUSSION POINTS 
SAMPLE OPINION 


1. Section 143 requires the examination to be made, and the opinion to be given, in relation 
to a “period under examination”. 


- |sit useful to make mention of the period in the opinion - e.g., as a fiscal year, or an 
elapsed period defined by two dates? 


- Would this period be limited ot the period of examination itself, or could it extend to 
any period preceding the examination - e.g., in the case of the management of major 
construction projects? 


2 A survey and consequent plan submitted to the audit committee are legislated 
requirements. A scope statement would seem to be reasonable and helpful to the board 
members reading the opinion. 


- {sit appropriate that all important systems and practices be identified and listed here, 
whether or not they were subjected to detailed examination by the examiner? 


- |sit reasonable in all cases to state the scope in terms of systems and practices? 
Alternatives might be major businesses/activities or organizational groupings. 


- How would one handle situations where certain key systems or practices were notin 
place atall? 


- Identifying systems and practices is one thing - concluding on them in terms of value- 
for-money is quite another. How does one make the linkage? Should there be a matrix 
here, for example, relating the systems and practices to efficiency, economy and so on? 


a 
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Ey The legislation requires the plan to include the criteria. 


Should criteria be included in the examination report and be readily accessible to a 
reader of the opinion? 


S 
4 This implies that criteria will have been established for all key systems and practices, even if 


the examiner did not carry out the subsequent examination him/herself (i.e., the examiner 
may have relied on internal audit). 


Would this be the normal case? 


5 “Internal audits” are not defined in the legislation. 


Would work such as that done by management consultants be eligible as candidates for 
reliance? 


- Should third party names be included in the report? 


=o] = 


This paragraph reflects the requirements to state the extent of reliance on internal audits. 


-  Areterms like “substantially” appropriate descriptions of the extent of reliance? 
What are the alternatives? 


Some, and possibly most, internal audit work will have been done before the special 
examination work. 


- Can the “period under examination” be specified so as to embrace such work (a 
possibility is that the examiner will have to make sure that basic conditions are 
unchanged before relying on previous work)? 


This is the form of the actual opinion that appears to be required by the legislation. 


- ls exception reporting the appropriate approach? 


- Is the assumption that the examiner will have to apply his/her judgement to the internal 
audit work to come to an opinion regarding ‘significant’ dificiencies reasonable? 


This refers the reader from the opinion to the body of the report for information on the 
significant deficiencies. 


- |sthis paragraph necessary? 


- Should the examination report, as implied, include material based on the work of 
internal audit? 


10. This paragraph is not specifically required; it is included for the sake of completeness. It 
applies only to systems and practices examined by the examiner. 


- {sthe paragraph necessary? 


nl 


General 


- This sample opinion assumes that the special examination is conducted and reported on 
a one-time basis (periodic). What are the implications for reporting where an 
examination is carried out over several years? 


- Asdrafted, this sample opinion would be, in effect, asigned “Executive Summary’ toa 
detailed report. What are the diffeculties with this approach? 


- Should the opinion (but more likely the report) include recommendations and/or any 
management representation with respect to findings - e.g., planned action, reason why 
action cannot be taken, etc.? 
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GENERAL DISCUSSION 


Leonard Rutman. There seems to be a feeling that people have to 
invent new ways to deal with this legislation and I have a plea to make in that 
regard. I was involved with the value-for-money mandate in 1977 before the 
Auditor General Act was passed. At that time we were struggling with terms like 
economy and efficiency. I was brought in to deal with effectiveness. The 
commitment on the SPICE project was not just to produce audits with findings but 
to develop a methodology. The Office of the Auditor General should be given 


credit for the incredible amount of energy devoted to methodology development. 


I believe that much of the work that has already been done ean be used 
in responding to Part XII of the FAA. I hope there is not an idea that we have to 
start re-inventing the wheel. I hope that we can use our imagination and skills 
and look at developed methodology to address a somewhat different mandate and 


a somewhat different client. But clearly the process cannot be all that different. 


The concern I have is to ensure that we take advantage of the 
excellent work that has already been done. We must decide how it can be 
modified to suit the new requirements, rather than to spend time wondering how 
we can develop a new methodology to deal with special examinations. This is a 


personal opinion, not one that reflects on the group that I served as rapporteur. 
Henno Moenting. Would anyone like to respond to that? 


J-P. Boisclair. Yes. I share Len's view that a tremendous amount of 
effort and time has gone into methodology development and that literally millions 
of dollars have been spent. I do not think that we should lose sight of that for a 
minute. My personal plea is that we not sit on the other side of the fence either. 
What this day has done for me is to reinforce a number of very fundamental, 
bedrock issues that, in many ways, are different from those that we have dealt 
with in the past. It is not a question of neglecting the methodologies that have 


been developed at the Office of the Auditor General as well as in the private 


esate 


firms, but a question of the framework within which those methodologies will be 
applied. My interpretation is that this Act has a very different dimension -- and 
the difference is worth thinking about on the part of the profession and the 


professionals represented here. 


Glenn Ross. Today's discussion, within the groups and more generally 
here, suggests that we are approaching the whole question of comprehensive 
auditing from our viewpoint rather than from that of boards of directors who want 
something useful delivered to them. In other words, we're worrying about 
complying with the Act, we're worrying about doing so on a cyclical basis so that 
it will be convenient for our work planning and we are worried about the 
methodology. But the methodology is essentially how we go about doing the work. 
So I think what we are trying to do is to figure out how to plan —- to decide what 
we are going to do and how to tell the client what we have done once the process 


is complete. Somehow I think we got lost. 


My experience in dealing with directors of a Crown corporation says 
that they don't want us to come in at the end of five years and tell them what has 
gone wrong. They want us to come in at the start and tell them what to do so 
that nothing will go wrong during the next five years. This notion has influenced 
my whole approach to special examinations. It is inconvenient for me because 
that means that I cannot spread an examination over five years, nor can! do it in 
nice stages and little chewable chunks. What I have heard directors saying is this; 


look at the total picture, state what is important and plan the audit on that basis. 


I am really following up on J-P.'s comments because I hope that 
through the Foundation and its study we will really get at the directors’ viewpoint. 
After all, we are presumably undertaking special examinations for them -- not for 
the public. Yet the draft report we discussed today looked like a public 
document. Is that what a director would want to know? I think they would want 


to know a lot more than the one page we discussed today. 


William Bradshaw. I think things are starting to warm up a little here. 


I agree with J-P. and with Glenn but I have one little reservation about what 


mos = 


Glenn said -- that it is not the public we are concerned about. In my opinion, this 
is a problem we have had with financial auditing for far too long. We are worried 
about management and the audit committee but we aren't worried about the 
public. And perhaps we are not even worried about the directors in the case of 
financial auditing. But I think we should start worrying about the public because 
it is the public that will decide whether we, as the profession undertaking 
financial audits, are going to be around. In the last analysis, the public is going to 


decide whether we, as practioners of special examinations, are going to be around. 


I think we must be aware of public expectations arising from the 
legislation. If things blow up in a Crown corporation that has been through a five- 
year cycle (or five years from now, on the assumption that the corporation has 
been through a five-year cycle even though there has been no public reporting), 
there are going to be questions from the public, there may even be a Judge Estey 
around. If that should happen, the profession could be under attack. We had 
better be aware not only of what directors need but also of the needs of the public 


who, in the final analysis, are a Crown corporation's ultimate shareholders. 


Henno Moenting. Bill Bradshaw's point relating to public needs is not a 
bad place to wrap up our discussions. Thank you very much for being here today 
and for participating so actively. From our point of view, this has been a 


worthwhile experience. 
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CONCLUSION 


The workshop brought together most of the audit practitioners 
concerned with implementing the new audit and special examination provisions in 
federal Crown corporations. In recognition of the innovative nature of the 
underlying legislation and the fact that less than four years remain to complete 
the "first round" of examinations, the emphasis of the workshop was primarily on 


the special examination provisions. 


By providing a forum for sharing experiences and viewpoints, the 
workshop helped to raise the awareness of participants with respect to the new 
requirements and related issues. Although many question remain to be answered, 
it was evident that over the course of the first year the questions have become 


more precise - reflecting progress toward reaching a common understanding. 


Some pointed out that special examinations are "a whole new ball 
game". The deliberations at the workshop showed that this is true to the extent 
that important new rules have been introduced. Nevertheless, the discussions also 
underlined the need and the opportunities for special examinations to build on the 
extensive pool of knowledge and experience that already exists - while recognizing 


the new rules. 


Participants strongly emphasized the need for special examinations to 
be implemented in a practical and cost-effective manner. With so many 
competent professionals involved, and with the team spirit reflected at the 


workshop, there is reason to be confident that the challenges will be met. 
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Sale APPENDIX 1 
THE PROGRAM 


The Audit and Special Examination Provisions of the Financial Administration Act 


- Experience of the First Year - 


Monday, 21 October, 1985 Skyline Hotel - Ottawa 
8:00 a.m. Registration & Continental Breakfast (Convention Floor Lobby) 
8:50 a.m. Introduction (Richelieu Room) 

Henno Moenting 

Principal 


Crown Corporations Group 
Office of the Auditor General 
9:00 a.m. Opening Remarks 


Kenneth M. Dye 
Auditor General of Canada 


9:15 a.m. Central Agency Perspective - One Year Later 


Mary Gusella 

Director 

Corporate Information & Systems 
Crown Corporations Directorate 
Treasury Board/Finance 


10:00 a.m. Coffee 


10:15 a.m. The Role and Activities of the CCAF 
J-P. Boisclair 
Executive Director 
Canadian Comprehensive Auditing Foundation 
10:45 a.m. The Office of the Auditor General - Experience and Plans 
Wm. F. Radburn 
Assistant Auditor General 
Crown Corporations Group 
Office of the Auditor General 
Pit barm: A View from the Private Sector 


Raymond Morcel 
Partner 
Price Waterhouse 


11:45 a.m. Introduction to Afternoon Program/Assignments 


Henno Moenting 
12:00 noon LUNCH (Top of the Hill - Penthouse level) 


1:30 p.m. Group Work Sessions (Breakout rooms and groupings to be announced) 


Groups 1 and 2 
Topic: Planning for a Special Examination 


Groups 3 and 4 
Topic: Reporting on a Special Examination 


3:15 p.m. Coffee 


3:30 p.m. Presentation by Rapporteurs and Discussion Period (Richelieu Room) 
Moderators: Wm. F. Radburn/Henno Moenting 


4:30 p.m. Summary and Conclusions 
Wm. F. Radburn/Henno Moenting 
5:00 p.m. Cash Bar 
Notes: i Simultaneous translation will be available at all plenary sessions. 


2. Workshop proceedings will be published and mailed to participants. 
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APPENDIX 2 


THE AUDIT AND SPECIAL EXAMINATION PROVISIONS 


OF THE FINANCIAL ADMINISTRATION ACT 


- Experience of the First Year - 


LIST OF PARTICIPANTS 


DAVID M. BARNES 
Thorne Riddell 
Ottawa, Ontario 


DOUGLAS BARRINGTON 
Touche Ross & Co. 
Ottawa, Ontario 


BRUCE L. BENNETT 
Ontario Hydro 
Toronto, Ontario 


J-P. BOISCLAIR 


Canadian Comprehensive Auditing Foundation 


Ottawa, Ontario 


WILLIAM BRADSHAW 
Touche Ross & Co. 
Toronto, Ontario 


HOWARD L. CADSBY 
Green & Cadsby 
Toronto, Ontario 


BRIAN CAINE 
Clarkson Gordon 
Toronto, Ontario 


CHARLES CARRIERE 
Office of the Auditor General 
Ottawa, Ontario 


HOWARD CHAN 
Raymond, Chabot, Martin, Paré & Associés 
Montréal, Québec 


GERMAIN CHAPDELAINE 
Raymond, Chabot, Martin, Paré & Associés 
Montréal, Québee 


FREDERIC CHENHALL 
Touche Ross & Co. 
Halifax, Nova Seotia 


WAYNE CLUSKEY 
Office of the Auditor General 
Ottawa, Ontario 


JAMES W. CURRIE 
Ward Mallette 
Ottawa, Ontario 


FRANK DA COSTA 
Office of the Auditor General 
Ottawa, Ontario 


DOUG DEEKS 
Office of the Auditor General 
Ottawa, Ontario 


HENRY de SOUZA 
Office of the Auditor General 
Ottawa, Ontario 


AL DICKENS 
Office of the Auditor General 
Winnipeg, Manitoba 


BRYAN DISHER 
Coopers & Lybrand 
Ottawa, Ontario 


RAYMOND M. DUBOIS 
Office of the Auditor General 
Ottawa, Ontario 


KENNETH M. DYE 
Auditor General of Canada 
Ottawa, Ontario 


STEPHEN GALLAGHER 
Clarkson Gordon 
Ottawa, Ontario 


YVES GAUTHIER 
Thorne Riddell 
Montréal, Québec 


PIERRE GOUR 
Samson Bélair 
Montréal, Québec 


MARY GUSELLA 
Treasury Board/Finance 
Ottawa, Ontario 


ay eH 


MICHAEL J. HAYES 
Coppers & Lybrand 
Montréal, Québee 


BRYAN HELD 
Arthur Andersen 
Toronto, Ontario 


DIANA HILLIER 
Canadian Institute of Chartered Accountants 
Toronto, Ontario 


JOHN E. HITCHINSON 
Office of the Auditor General 
Ottawa, Ontario 


DAVID HOLT 
Office of the Auditor General 
Ottawa, Ontario 


GORDON HUDSON 
Ernst & Whinney 
Ottawa, Ontario 


TARIQ JAVED 
Office of the Auditor General 
Ottawa, Ontario 


OLIVER KENT 
Price Waterhouse 
Ottawa, Ontario 


DESMOND KIMMITT 
Office of the Auditor General 
Ottawa, Ontario 


JEAN-GUY LALIBERTE 
Office of the Auditor General 
Montréal, Québee 


ROBERT R. LALONDE 
Office of the Auditor General 
Ottawa, Ontario 


JAMES E. LIBBEY 
Peat, Marwick, Mitchell & Co. 
Ottawa, Ontario 


JOHN A. LEITCH 
Arthur Andersen 
Toronto, Ontario 


LOUIS MARTIN 

Raymond, Chabot, Martin, 
Paré & Associés 

Laval, Québec 


JAMES Q. MecCRINDELL 


Office of the Comptroller General 


Ottawa, Ontario 


HUGH McROBERTS 
Office of the Auditor General 
Ottawa, Ontario 


MICHAEL B. MEAGHER 
Thorne Riddell 
Ottawa, Ontario 


D. LARRY MEYERS 
Office of the Auditor General 
Ottawa, Ontario 


PAUL-ANDRE MICHAUD 
Samson Bélair 
Québec, Québec 


HENNO MOENTING 
Office of the Auditor General 
Ottawa, Ontario 


ROLLANDE MONTSION 
Office of the Auditor General 
Ottawa, Ontario 


RAYMOND MORCEL 
Price Waterhouse 
Montréal, Québec 


PETER NEWDICK 
Newdick Enterprises Ltd. 
Toronto, Ontario 


PIERRE PHARAND 
Samson Bélair 
Montréal, Québee 


MARC-ANDRE PINARD 
Price Waterhouse 
Montréal, Québec 


COLIN POTTS 
Deloitte Haskins & Sells 
Ottawa, Ontario 


WM. F. RADBURN 
Office of the Auditor General 
Ottawa, Ontario 


WAYNE RICHARDS 
Arthur Andersen 
Calgary, Alberta 


N. GLENN ROSS 
Coopers & Lybrand 
Ottawa, Ontario 


DAVID ROTH 
Clarkson Gordon 
Ottawa, Ontario 


LEONARD RUTMAN 
Price Waterhouse 
Ottawa, Ontario 


MICHAEL RYAN 
Offiee of the Auditor General 
Ottawa, Ontario 


VINOD SAHGAL 
Office of the Auditor General 
Ottawa, Ontario 


IAN SEYMOUR 
Price Waterhouse 
Ottawa, Ontario 


PIUS J. SHEE 
Office of the Auditor General 
Ottawa, Ontario 


JAMES SMITH 
Burke, Newman & Co. 
Winnipeg, Manitoba 


WILLIAM R. SLOAN 
Arthur Andersen 
Ottawa, Ontario 


NANCY SOPER 
Office of the Auditor General 
Ottawa, Ontario 


LOUISE ST. LAURENT 
Office of the Auditor General 
Montréal, Québee 
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JOANNE STOODY 
Office of the Auditor General 
Ottawa, Ontario 


DOUGLAS TIMMINS 
Office of the Auditor General 
Ottawa, Ontario 


MARTHA TORY 
Clarkson Gordon 
Toronto, Ontario 


C. PETER VALENTINE 
Peat, Marwick, Mitchell & Co. 
Calgary, Alberta 


PAUL D. M. WARD 
Office of the Auditor General 
Ottawa, Ontario 


MICHAEL WEIR 
Canadian Comprehensive Auditing Foundation 
Ottawa, Ontario 


TOM A. WILEMAN 
Library of Parliament 
Ottawa, Ontario 


BILL WOODLEY 
Office of the Auditor General 
Ottawa, Ontario 
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FINANCIAL ADMINISTRATION ACT 
R.S., c. F-10 (amended) 
Extracts from Part XII 
CROWN CORPORATIONS 
Financial Management 
138. (1) Each parent Crown corporation shall cause 
(a) books of account and records in relation thereto to be kept, and 


(6) financial and management control and information systems and management 


practices to be maintained, in respect of itself and each of its wholly-owned subsidiaries, 
if any. 


(2) The books, records, systems and practices referred to in subsection (1) shall be 
kept and maintained in such manner as will provide reasonable assurance that 


(a) the assets of the corporation and each subsidiary are safeguarded and controlled; 


(6) the transactions of the corporation and each subsidiary are in accordance with this 
Part, the regulations, the charter and by-laws of the corporation or subsidiary and any 
directive given to the corporation: and 


(c) the financial, human and physical resources of the corporation and each subsidiary 
are managed economically and efficiently and the operations of the corporation and each 
subsidiary are carried out effectively. 


(3) Each parent Crown corporation shall cause internal audits to be conducted, in 
respect of itself and each of its wholly-owned subsidiaries, if any, to assess compliance 
with subsections (1) and (2), unless the Governor in Council is of the opinion that the cost 
of such audits is not justified by the benefits to be derived therefrom. 


(4) Each parent Crown corporation shall cause financial statements to be prepared 
annually, in respect of itself and its wholly-owned subsidiaries, if any, in accordance 
with generally accepted accounting principles as supplemented or augmented by 
regulations made pursuant to subsection (6). 


(5) The financial statements of a parent Crown corporation and of a wholly-owned 
subsidiary shall be prepared in a form that clearly sets out information according to the 
major businesses or activities of the corporation or subsidiary. 


(6) The Treasury Board may, for the purposes of subsection (4), make regulations 
respecting financial statements either generally or in respect of any specified parent 
Crown corporation or any parent Crown corporation of a specified class, but such 
regulations shall, in respect of the preparation of financial statements, only supplement 
or augment generally accepted accounting principles. 1984,c. 3l,s. 11. 
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Financial Administration Act 


Auditor’s Reports 


139. (1) Each parent Crown corporation shall cause an annual auditor’s report 
to be prepared, in respect of itself and its wholly-owned subsidiaries, if any, in 
accordance with the regulations, on 


(a) the financial statements referred to in section 138; and 


(6) any quantitative information required to be audited pursuant to subsection (5). 


(2) A report under subsection (1) shall be addressed to the appropriate Minister and 
shall 


(a) include separate statements, whether in the auditor’s opinion, 


(i) the financial statements are presented fairly in accordance with generally 
accepted accounting principles applied on a basis consistent with that of the 
preceding year, 


(ii) the quantitative information is accurate in all material respects and, if 
applicable, was prepared on a basis consistent with that of the preceding year, and 


(iii) the transactions of the corporation and of each subsidiary that have come to his 
notice in the course of his examination for the report were in accordance with this 
Part, the regulations, the charter and by-laws of the corporation or subsidiary and 
any directive given to the corporation: and 


(b) call attention to any other matter falling within the scope of his examination for the 
report that, in his opinion, should be brought to the attention of Parliament. 


(3) The Treasury Board may make regulations prescribing the form and manner in 
which the report referred to in subsection (1) is to be prepared. 


(4) Notwithstanding any other provision of this Part, the auditor of a parent Crown 
corporation may prepare separate annual auditor’s reports on the statements reterred to 
in paragraph 139(1)(a) and on the information referred to in paragraph 139(1)(5) if, in 
his opinion, separate reports would be more appropriate. 


(5) The Treasury Board may require that any quantitative information required to 
be included in a parent Crown corporation’s annual report pursuant to subsection 152(3) 
be audited. 


(6) The auditor of a parent Crown corporation shall prepare such other reports 
respecting the corporation or any wholly-owned subsidiary of the corporation as the 
Governor in Council may require. 


(7) An auditor shall make such examination as he considers necessary to enable him 
to prepare a report under subsection (1) or (6). 


(8) An auditor shall, to the extent he considers practicable, rely on any internal 


audit of the corporation being audited that is conducted pursuant to subsection 138(3). 
1984, ¢.3l,s. 11. 
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Financial Administration Act 


140. (1) Adirector or officer of a Crown corporation shall forthwith notify the 
auditor and the audit committee of the corporation, if any, of any error or omission of 
which the director or officer becomes aware ina financial statement that the auditor ora 


former auditor has reported on or ina report prepared by the auditor or a former auditor 
pursuant to section 139. 


(2) Where an auditor or former auditor of a Crown corporation is notified or becomes 
aware of any error or omission ina financial statement that the auditor or former 
auditor has reported on or ina report prepared by the auditor or former auditor pursuant 
to section 139, he shall forthwith notify each director of the corporation of the error or 
omission if he is of the opinion that the error or omission is material. 


(3) Where an auditor or former auditor of a Crown corporation notifies the directors 
of an error or omission ina financial statement or report pursuant to subsection (2), the 
corporation shall prepare a revised financial statement or the auditor or former auditor 
shall issue a correction to the report, as the case may be, and a copy thereof shall be 
given to the appropriate Minister. 1984,c. 3l,s. 11. 


Auditors 


141. (1) The auditor of a parent Crown corporation shall be appointed annually 
by the Governor in Council, after the appropriate Minister has consulted the board of 
directors of the corporation, and may be removed at any time by the Governor in 
Council, after the appropriate Minister has consulted the board. 


(2) On and after January 1, 1989, the Auditor General of Canada shall be appointed 
by the Governor in Council as the auditor, or a joint auditor, of each parent Crown 
corporation named in Part I of Schedule C, unless the Auditor General waives the 
requirement that he be so appointed. 


(3) Subsections (1) and (2) do not apply in respect of any parent Crown corporation 
the auditor of which is specified by any other Act of Parliament to be the Auditor 
General of Canada, but the Auditor General is eligible to be appointed the auditor, ora 
joint auditor, of a parent Crown corporation pursuant to subsection (1) and subsections 
(8) to (10) do not apply to him. 


(4) Notwithstanding subsection (1), where the report referred to in subsection 139(1) 
is to be prepared in respect of a wholly-owned subsidiary separately, the board of 
directors of the parent Crown corporation that wholly owns the subsidiary shall, after 
consultation with the board of directors of the subsidiary, appoint the auditor of the 
subsidiary, and subsections (6) and (8) to (11) and section 142 apply in respect of such 
auditor as though the references therein to a parent Crown corporation were references 
to the subsidiary. 


(5) The Governor in Council may make regulations prescribing the criteria to be 
applied in selecting an auditor for appointment pursuant to subsection (1) or (4). 
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Financial Administration Act 


(6) An auditor of a parent Crown corporation is eligible for re-appointment on the 
expiration of his appointment. 


(7) Notwithstanding subsection (1), ifan auditor of a parent Crown corporation is 
not appointed to take office on the expiration of the appointment of an incumbent 
auditor, the incumbent auditor continues in office until his successor is appointed. 


(8) A person is disqualified from being appointed or re-appointed or continuing as an 
auditor of a parent Crown corporation if he is not independent of the corporation, any of 
its affiliates, or the directors or officers of the corporation or any of its affiliates. 


(9) For the purpose of this section, 
(a) independence is a question of fact; and 
(6) a person is deemed not to be independent if he or any of his business partners 


(i) isa business partner, director, officer or employee of the parent Crown 
corporation or any of its affiliates, or a business partner of any director, officer or 
employee of the corporation or any of its affiliates, 


(ii) beneficially owns or controls, directly or indirectly through a trustee, legal 
representative, agent or other intermediary, a material interest in the shares or debt 
of the parent Crown corporation or any of its affiliates, or 


(111) has been a receiver, receiver-manager, liquidator or trustee in bankruptcy of the 
parent Crown corporation or any of its affiliates within two years of his proposed 
appointment as auditor of the corporation. 


(10) An auditor of a parent Crown corporation who becomes disqualified under this 
section shall resign forthwith after becoming aware of his disqualification. 


(11) Nothing in this section shall be construed as empowering the appointment, re- 
appointment or continuation in office as an auditor of a parent Crown corporation of any 
person who does not meet any qualifications for such appointment, re-appointment or 
continuation established by any other Act of Parliament. 1984,c. 3l,s. 11. 


142. A resignation of an auditor of a parent Crown corporation becomes effective 
at the time the corporation receives a written resignation from him or at the time 
specified in the resignation, whichever is later. 1984,c. 31,s. 11. 


Special Examination 


143. (1) Each parent Crown corporation shall cause a special examination to be 
carried out, in respect of itself and its wholly-owned subsidiaries, if any, to determine if 
the systems and practices referred to in paragraph 138(1)(6) were, in the period under 
examination, maintained in a manner that provided reasonable assurance that 
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(a) the assets of the corporation and each subsidiary were safeguarded and controlled: 
and 


(6) the financial, human and physical resources of the corporation and each subsidiary 
were managed economically and efficiently and the operations of the corporation and 
each subsidiary were carried out effectively. 


(2) A special examination shall be carried out at least once every five years and at 
such additional times as the Governor in Council, the appropriate Minister or the board 
of directors of the corporation to be examined may require. 


(3) Before an examiner commences a special examination, he shall survey the 
systems and practices of the corporation to be examined and submit a plan for the 
examination, including a statement of the criteria to be applied in the examination, to 
the audit committee of the corporation, or if there is no audit committee, to the board of 
directors of the corporation. 


(4) Any disagreement between the examiner and the audit committee or board of 
directors of a corporation over a plan referred to in subsection (3) may be resolved 


(a) in the case of a parent Crown corporation, by the appropriate Minister; and 


(b) in the case of a wholly-owned subsidiary, by the parent Crown corporation that 
wholly owns the subsidiary. 


(5) Anexaminer shall, to the extent he considers practicable, rely on any internal 
audit of the corporation being examined conducted pursuant to subsection 138(3). 


(6) An examiner shall, on completion of the special examination, submit a report on 
his findings to the board of directors of the corporation examined. 


(7) The report of an examiner under subsection (6) shall include 


(a) astatement, whether in the examiner’s opinion, with respect to the criteria 
established pursuant to subsection (3), there is reasonable assurance that there are no 
significant deficiencies in the systems and practices examined: and 


(b) astatement of the extent to which the examiner relied on internal audits. 


(8) Where the examiner of a parent Crown corporation named in Part [ of 
Schedule C is of the opinion that his report under subsection (6) contains information 
that should be brought to the attention of the appropriate Minister, he shall, after 
consultation with the board of directors of the corporation, report that information to the 
Minister and furnish a copy of the report to the board. 


(9) Where the examiner of a wholly-owned subsidiary of a parent Crown corporation 
named in Part I of Schedule C is of the opinion that his report under subsection (6) 
contains information that should be brought to the attention of the appropriate Minister, 
he shall, after consultation with the boards of directors of the subsidiary and 
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corporation, report that information to the Minister and furnish copies of the report to 
the boards. 


(10) Where the examiner of a parent Crown corporation named tn Part I of 
Schedule C is of the opinion that his report under subsection (6) contains information 
that should be brought to the attention of Parliament, he shall, after consultation with 
the appropriate Minister and the board of directors of the corporation, prepare a report 
thereon for inclusion in the next annual report of the corporation and furnish copies of 
the report to the board, the appropriate Minister and the Auditor General of Canada. 


(11) Where the examiner of a wholly-owned subsidiary of a parent Crown 
corporation named in Part I of Schedule C is of the opinion that his report under 
subsection (6) contains information that should be brought to the attention of 
Parliament, he shall, after consultation with the appropriate Minister and the boards of 
directors of the subsidiary and corporation, prepare a report thereon for inclusion in the 
next annual report of the corporation and furnish copies of the report to the boards, the 
appropriate Minister and the Auditor General of Canada. 1984,c. 3l,s. 11. 


144, (1) Subject to subsections (2) and (3), the auditor of a parent Crown 
corporation shall carry out a special examination. 


(2) Where, in the opinion of the Governor in Council, a person other than the auditor 
of a parent Crown corporation should carry out a special examination, he may, after the 
appropriate Minister has consulted the board of directors of the corporation, appoint an 
auditor who is qualified for the purpose to carry out the examination in lieu of the 
auditor of the corporation and may, after the appropriate Minister has consulted the 
board, remove that qualified auditor at any time. 


(3) Where a special examination is to be carried out in respect of a wholly-owned 
subsidiary separately, the board of directors of the parent Crown corporation that wholly 
owns the subsidiary shall, after consultation with the board of directors of the 
subsidiary, appoint the qualified auditor who is to carry out the special examination. 


(4) Subject to subsection (5), subsections 141(8) to (10) and section 142 apply in 


respect of an examiner as though the references therein to an auditor were references to 
an examiner. 


(5) The Auditor General of Canada is eligible to be appointed an examiner and 


subsections 141(8) to (10) do not apply to him in respect of such an appointment. 1984, 
@ OL, 5; 11. 


Consultation with Auditor General 


145. The auditor or examiner of aCrown corporation may at any time consult 
the Auditor General of Canada on any matter relating to his audit or special 
examination and shall consult the Auditor General with respect to any matter that, in 
the opinion of the auditor or examiner, should be brought to the attention of Parliament 
pursuant to paragraph 139(2)(6) or subsection 143(10) or (11). 1984, c¢. 31, s. 11. 
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Right to Information 


Right to 146. (1) On the demand of the auditor or examiner of a Crown corporation, the 
Pee aT present or former directors, officers, employees or agents of the corporation shall furnish 
such 


(a) information and explanations, and 


(b) access to records, documents, books, accounts and vouchers of the corporation or any 
of its subsidiaries as the auditor or examiner considers necessary to enable him to 
prepare any report as required by this Division and that the directors, officers, 
employees or agents are reasonably able to furnish. 


Idem (2) On the demand of the auditor or examiner of a Crown corporation, the directors 
of the corporation shall 


(a) obtain from the present or former directors, officers, employees or agents of any 
subsidiary of the corporation such information and explanations as the auditor or 
examiner considers necessary to enable him to prepare any report as required by this 
Division and that the present or former directors, officers, employees or agents are 
reasonably able to furnish; and 


(6) furnish the information and explanations so obtained to the auditor or examiner. 
Reliance on (3) An auditor or examiner of a Crown corporation may reasonably rely on any 
aes report of any other auditor or examiner. 1984,c. 31,s. 11. 
Policy 
Restriction 147. Nothing in this Part or the regulations shall be construed as authorizing 
the auditor or examiner of a Crown corporation to express any opinion on the merits of 


matters of policy, including the merits of 


(a) the objects or purposes for which the corporation is incorporated, or the restrictions 
on the businesses or activities that it may carry on, as set out in its charter; 


(b) the objectives of the corporation; and 
(c) any business or policy decision of the corporation or of the Government of Canada. 
I9S4ecrolesmille 
Qualified Privilege 
Qualified 148. Any oral or written statement or report made under this Part or the 


pEiene regulations by the auditor or a former auditor, or the examiner or a former examiner, of 
a parent Crown corporation has qualified privilege. 1984, c. 31,s. 11. 
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Costs 


149. (1) The amounts paid to an auditor or examiner of a Crown corporation for 
preparing any report under section 139 or 143 shall be reported to the President of the 
Treasury Board. 


(2) Where the Auditor General of Canada is the auditor or examiner of a Crown 
corporation, the costs incurred by him in preparing any report under section 139 or 143 
shall be disclosed in the next annual report of the Auditor General and be paid out of the 
moneys appropriated for his office. 1984, c. 3l,s. 11. 


Audit Committee 


150. (1) Each parent Crown corporation that has four or more directors shall 
establish an audit committee composed of not less than three directors of the 
corporation, the majority of whom are not officers or employees of the corporation or any 
of its affiliates. 


(2) In the case of a parent Crown corporation that has less than four directors, the 
board of directors of the corporation constitutes the audit committee of the corporation 
and shall perform the duties and functions assigned to an audit committee by any 
provision of this Part and the provision shall be construed accordingly. 


(3) The audit committee of a parent Crown corporation shall 


(a) review, and advise the board of directors with respect to, the financial statements 
that are to be included in the annual report of the corporation: 


(6) oversee any internal audit of the corporation that is conducted pursuant to 
subsection 138(3); 


(c) review, and advise the board of directors with respect to, the annual auditor's report 
of the corporation referred to in subsection 139(1): 


(d) in the case of a corporation undergoing a special examination, review, and advise the 
board of directors with respect to, the plan and reports referred to in section 143; and 


(e) perform such other functions as are assigned to it by the board of directors or the 
charter or by-laws of the corporation. 


(4) The auditor and any examiner of a parent Crown corporation are entitled to 
receive notice of every meeting of the audit committee and, at the expense of the 
corporation, to attend and be heard thereat; and, if so requested by a member of the audit 
committee, the auditor or examiner shall attend any or every meeting of the committee 
held during his term of office. 


(5) The auditor or examiner of a parent Crown corporation or a member of the audit 
committee may call a meeting of the committee. 
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(6) Where the report referred to in subsection 139(1) is to be prepared in respect of a 
wholly-owned subsidiary separately, subsections (1) to (5) apply, with such modifications 
as the circumstances require, in respect of the subsidiary as though 


(a) the references therein to a parent Crown corporation were references to the 
subsidiary; and 


(b) the reference in paragraph (3)(a) to the annual report of the corporation were a 
reference to the annual report of the parent Crown corporation that wholly owns the 
subsidiary. 1984,c. 3l,s. 11. 


Reports 


151. (1) A parent Crown corporation shall provide the Treasury Board or the 
appropriate Minister with such accounts, budgets, returns, statements, documents, 
records, books, reports or other information as the Board or appropriate Minister may 
require. 


(2) The chief executive officer of a parent Crown corporation shall, as soon as 
reasonably practicable, notify the appropriate Minister, the President of the Treasury 
Board and any director of the corporation not already aware thereof of any financial or 
other developments that, in the chief executive officer’s opinion, are likely to havea 
material effect on the performance of the corporation, including its wholly-owned 
subsidiaries, if any, relative to the corporation’s objectives or on the corporation’s 
requirements for funding. 


(3) Each parent Crown corporation shall forthwith notify the appropriate Minister 
and the President of the Treasury Board of the name of any corporation that becomes or 
ceases to be a wholly-owned subsidiary of the corporation. 1984,c. 3l,s. 11. 


152. (1) Each parent Crown corporation shall, as soon as possible, but in any 
case within three months, after the termination of each financial year submit an annual 
report on the operations of the corporation in that year concurrently to the appropriate 
Minister and the President of the Treasury Board, and the appropriate Minister shall 
cause a copy of the report to be laid before each House of Parliament on any of the first 
fifteen days on which that House is sitting after he receives it. 


(2) Anannual report laid before Parliament pursuant to subsection (1) stands 
permanently referred to such committee of Parliament as may be designated or 
established to review matters relating to the business and activities of the corporation 
submitting the report. 


(3) The annual report of a parent Crown corporation shall include 


(a) the financial statements of the corporation referred to in section 138; 


(6) the annual auditor’s report referred to in subsection 139(1); 


Idem 
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(c) astatement on the extent to which the corporation has met its objectives for the 
financial year; 


(d) such quantitative information respecting the performance of the corporation, 
including its wholly-owned subsidiaries, if any, relative to the corporation's objectives as 
the Treasury Board may require to be included therein; and 


(e) such other information as is required by this or any other Act of Parliament, or by 
the appropriate Minister, the President of the Treasury Board or the Minister of 
Finance, to be included therein; 


and shall be prepared in a form that clearly sets out information according to the major 
businesses or activities of the corporation and its wholly-owned subsidiaries, if any. 


(4) In addition to any other requirements under this or any other Act of Parliament, 
the Treasury Board may, by regulation, prescribe the information to be included in 
annual reports and the form in which such information is to be prepared. 1984, 

Gooless lie 


153. (1) The President of the Treasury Board shall, not later than December 31 
of each year, cause a copy of an annual consolidated report on the businesses and 
activities of all parent Crown corporations for their financial years ending on or before 
the previous July 31 to be laid before each House of Parliament. 


(2) An annual consolidated report laid before Parliament pursuant to subsection (1) 
stands permanently referred to such committee of Parliament as may be designated or 
established to review matters relating to Crown corporations. 


(3) The annual consolidated report referred to in subsection (1) shall include 


(a) alist naming, as of a specified date, all Crown corporations and all corporations of 
which any shares are held by, on behalf of or in trust for the Crown or any Crown 
corporation: 


(6) employment and financial data, including aggregate borrowings of parent Crown 
corporations; and 


(c) such other information as the President of the Treasury Board may determine. 
VOSA crc lens snlele 


153.1 (1) The President of the Treasury Board shall cause to be laid before each 
House of Parliament a copy of a report indicating, in respect of each quarter of each 
calendar year, the summaries and annual reports that under this Part were to be laid 
before that House in the quarter, the time at, before or within which they were to be laid 
and the time they were laid. 


(2) The accuracy of the information contained in each quarterly report shall be 
attested by the Auditor General of Canada in his annual report to Parliament. 


(3) A quarterly report shall be laid before each House of Parliament pursuant to 
subsection (1) on any of the first thirty days on which that House is sitting after the end 
of the quarter to which the report relates. 1984,c. 3l,s. 11. 
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1984-1046 
(SOR/DORS ) 


REGULATIONS RESPECTING RESTRICTED TRANSACTIONS, DISPOSAL OF 
PROPERTY, REMUNERATION AND BY-LAWS OF CROWN CORPORATIONS 


Short: Little 


l. These Regulations may be cited as the Crown Corporation 
General Regulations. 


Interpretation 


2. In these Regulations, 
"Act" means the Financial Administration Act; 


"annual report", in respect of a parent Crown corporation, means 
a report referred to in section 152 of the Act; 


“asset value", in respect of a parent Crown corporation, means 
the asset value of the corporation as published in the most 
recent annual report of the corporation. 


Notification 
3. For the purposes of subsection 102.1(1) of the Act, 


(a) the prescribed person is the appropriate Minister for the 
parent Crown corporation and the President of the Treasury 
Board, 


(b) the time within which that person is to be notified is 
prescribed to be 15 days, and 


(c) the manner in which that person is to be notified is 
prescribed to be a notice, in writing, by the parent Crown 
corporation. 


Disposal of Property by Agent Corporations 


4. An agent corporation that is a parent Crown corporation 
or that is a wholly-owned subsidiary of a parent Crown 
corporation is exempt from the application of paragraphs 
108(2)(a) and (b) of the Act in respect of the following class of 
property, namely personal property that is to be sold or 
otherwise disposed of at fair market value in the ordinary course 
of business in a transaction that is consistent with the charter 
and the objectives stated in the most recently approved corporate 
plan of the parent Crown corporation. 
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5. (1) An agent corporation that is a parent Crown corporation 
named in Part I of Schedule C to the Act or that is a 
wholly-owned subsidiary of such a parent Crown corporation is 
exempt from the application of paragraphs 108(2)(a) and (b) of 
the Act in respect of the following classes of real property: 


(a) real property that has a fair market value of $100,000 or 
less; or 


(b) real property that has a fair market value of more than 
$100,000, but less than two-tenths of one per cent of the asset 
value of the parent Crown corporation and that is to be sold or 
otherwise disposed of at fair market value in the ordinary 
course of business in a transaction that is consistent with the 
charter and the objectives stated in the most recently approved 
corporate plan of the parent Crown corporation. 


(2) An agent corporation that is a parent Crown corporation 
named in Part II of Schedule C to the Act or that is a 
wholly-owned subsidiary of such a parent Crown corporation is 
exempt from the application of paragraphs 108(2)(a) and (b) of 
the Act in respect of the following class of real property, 
namely real property that is to be sold or otherwise disposed of 
at fair market value in the ordinary course of business ina 
transaction that is consistent with the charter and the 
objectives stated in the most recently approved corporate plan of 
the parent Crown corporation. 


(3) Notwithstanding subsection (2), the provisions of 
subsection (1) apply to the Canada Ports Corporation and to any 
other corporation incorporated pursuant to the Canada Ports 


Corporation Act. 


6. For the purposes of subsection 108(2) of the Act, the 
Circumstances in which an agent corporation may retain and use 
all or any part of the proceeds of any disposition of property is 
prescribed to be where the disposition is by way of sale. 


Remuneration 


7. For the purposes of section 117 of the Act, "remuneration" 
means a salary, fee, allowance and any other form of monetary 


compensation, whether payable at the time of entitlement or at a 
later date. 


8. (1) Subject to subsection (2), the aggregate value of any 
benefits fixed by a board of directors of a parent Crown 
corporation in respect of a director, chairman or chief executive 
officer pursuant to subsection 117(2) of the Act shall not exceed 
the aggregate value of the standard benefits usually provided by 
cther corporations in the public or private sector 
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(a) that carry on businesses or activities similar to the 
businesses or activities of the parent Crown corporation; or 


(b) where there are no corporations carrying on businesses or 
activities similar to those of the parent Crown corporation, 
that provide such benefits to persons having responsibilities 
Similar to the responsibilities of the persons to whom the 
benefits are to be provided by the parent Crown corporation. 


(2) No benefit that is a low interest loan or interest free 
loan shall be provided to a director, chairman or chief executive 
officer unless the loan is provided for purposes of aiding in 
meeting costs due to relocation. 


(3) For the purposes of subsection (2), 


(a) “low interest loan" means a loan or mortgage at a rate of 
interest below that commercially available for a loan or 
mortgage for similar purposes; and 


(b) "costs due to relocation" means costs attributable to 
relocation where relocation is solely for the purposes of the 
COrporation. 


(4) Where a board of directors of a parent Crown corporation 
fixes any benefits pursuant to subsection 117(2) of the Act, the 
board of directors shall send a copy of the resolution or other 
instrument so fixing the benefits forthwith to the appropriate 
Minister and to the Clerk of the Privy Council. 


(S) The board of directors of a parent Crown corporation shall 
not enter into an agreement with an individual concerning 
benefits payable on termination of the appointment of that 
individual as director, chairman or chief executive officer 


unless the board has obtained the approval of the Governor in 
Council with respect to the terms of the agreement. 


By-laws 


9. Teleglobe Canada is exempt from the application of 
subsection 123(2) of the Act in respect of any by-law fixing, 


pursuant to section 32 of the Telegraphs Act, a rate of payment 
as its tariff rate for the transmission of messages. 


10. The time within which a copy of a by-law of a parent Crown 
corporation is to be sent to the appropriate Minister and the 
President of the Treasury Board is prescribed to be 15 working 


days. 
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1984-1046 
(SOR/DORS ) 


EXPLANATORY NOTE 


(This note is not part of the Regulations, but is intended only 
for information purposes.) 


These Regulations 


(a) prescribe, for the purposes of subsection 102.1(1) of the 
Financial Administration Act, the prescribed person and the 
time within which, and manner in which, that person is to be 
notified; 


(b) exempt certain agent Crown corporations from certain 
provisions in the Financial Administration Act for disposal of 
real and personal property and when the proceeds of disposition 
may be retained and used by an agent Crown corporation; 


(c) define "remuneration" for the purposes of section 11/7 of 
the Act and establish controls cn the provision of benefits by 


boards of directors to directors, chairmen and chief executive 
officers: and 


(d) prescribe 15 working days as the time within which copies 
of by-laws must be sent to the appropriate Minister and the 
President of the Treasury Board and exempt Teleglobe Canada 
from the requirement to submit certain by-laws. 
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1984-1047 
(SOR/DORS ) 


REGULATIONS RESPECTING DEEMED TRANSACTIONS TO BORROW 
MONEY AND RESPECTING EXEMPTIONS FROM THE PROVISIONS OF 
THE FINANCIAL ADMINISTRATION ACT IN RESPECT OF SUCH 
TRANSACTIONS 


Sino mtarlencee 


l. These Regulations may be cited as the Crown Corporation 


Borrowing Regulations. 


Interpretation 


2. In these Regulations, "Act" means the Financial 
Administration Act. 


Transactions to Borrow Money 


3. The follcwing classes of transactions are deemed, for the 
purposes of Part XII of the Act, to be transactions to borrow 


money: 


(a) the issuance and sale of a note, bond or debenture of a 
Crown corpcration to a person, partnership or association; 


(b) the issuance and sale of a term preferred share cf a Crown 
corporation to a person, partnership or association; 


(c) a sale of a bankers' acceptance of a Crown corporation to a 
person, partnership or association; 


(d) a capital lease to a Crown corporation by a perscn, 
partnership or association; 


(e) the entering into a supplier credit arrangement by a Crown 
corporation with a person, partnership or association where the 
person, partnecship or association is extending credit to the 
Crown corpcration; and 


(f£) a guarantee by a Crown corporation in respect of 
(i) a note, bond or debenture, 


(ii) term preferred shares, 
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(234) 7a. loan; 
(iv) a banker's acceptance, 
(v) a capital lease, or 


(vi) a Supplier credit arrangement. 


Exemptions 


4. An approval under subsection 134(3) of the Act shall be 
granted by an instrument in writing addressed to the Crown 
corporation proposing to enter into the transaction. 


5. (1) A parent Crown corporation is exempt from the 
application cf subsection 134(3) of the Act in respect of a 
transaction to borrow money where the lender is a wholly-owned 
Subsidiary of the parent Crown corporation. 


(2) A wholly-cwned subsidiary of a parent Crown corporation is 
exempt from the application of subsection 134(3) of the Act in 
respect of a transaction to borrow money where the lender is the 
parent Crown corporation or another wholly-owned subsidiary of 
the parent Crown corporation. 

6. The follcwing corporations are exempt from the application 
of subsectican 134(3) of the Act in respect of a guarantee by the 
corporation set out in paragraph 3(f): 

(a) Canada Mcertgage and Housing Corporation; 

(b) Export Development Corporation; 


(c) Farm Credit, Corperaticn:: and 


(d) Federal Business Develcpment Bank. 
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1984-1047 
(SOR/DORS ) 


EXPLANATORY NOTE 


(This note is not part of the Regulations, but is intexded onl 
for information purposes. ) 


These Regulations deem certain transactions to be transactions 
to borrow money, specify the manner of granting an approval under 
subsection 134(3) of the Financial Administration Act, and exempt 
certain corporations from the application of that subsection in 
respect of certain transactions. 
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Registration 
SOR/85-230 7 March, 1985 


FINANCIAL ADMINISTRATION ACT 


Crown Corporation Borrowing Regulations, 
amendment 


P.C. 1985-701 7 March, 1985 

Her Excellency the Governor General in Council, on the 
recommendation of the Minister of Finance, pursuant to sec- 
tion 134* of the Financia! Administration Act, is pleased 
hereby to amend the Crown Corporation Borrowing Regula- 
tions, made by Order in Council P.C. 1984-3093 of 31 August, 
1984**, in accordance with the schedule hereto. 


SCHEDULE 


1. (1) Paragraph 3(e) of the Crown Corporation Borrowing 

Regulations is revoked and the following substituted therefor: 
“(e) the entering into a supplier credit arrangement that 
matures after a period of more than 12 consecutive months 
by a Crown corporation with a person, partnership or asso- 
ciation, where the person, partnership or association is 
extending credit to the Crown corporation; and” 


(2) All that portion of paragraph 3(/) of the said Regula- 
tions preceding subparagraph (i) thereof is revoked and the 
following substituted therefor: 

“(f) a guarantee by a Crown corporation, other than the 

Canada Deposit Insurance Corporation, in respect of” 


2. Section 5 of the French version of the said Regulations is 
revoked and the following substituted therefor: 

“5. (1) Une société d’Etat mére est exempteée de |’applica- 
tion du paragraphe 134(3) de la Loi a l’égard d'une opéra- 
tion d’emprunt dont le préteur est une filiale 4 cent pour 
cent de la société d’Etat mere. 


(2) Une filiale 4 cent pour cent d’une société d’état mére 
est exemptée de l’application du paragraphe 134(3) de la 
Loi a l’égard d'une opération d’emprunt dont le préteur est 
la société d’Etat mére ou une autre filiale 4 cent pour cent 
d’une société d’Etat mére.” 


3. The said Regulations are further amended by adding 
thereto the following section: 


“7. (1) In this section, “local port corporation” means a 
corporation established pursuant to section 6.2 of the 
Canada Ports Corporation Act. 


(2) The Canada Ports Corporation is exempt from the 
application of subsection 134(3) of the Act in respect of a 
transaction to borrow money from a local port corporation 
pursuant to subsection 34(2) of the Canada Ports Corpora- 
tion Act. 


*S.C. 1983-84. ¢. 31.5. 11 
** SOR/84-742. 1984 Canada Gazette Part ll. p. 3714 


Gazette du Canada Partie II, Vol. 119, N°6 SOR/DORS/85-230 


Enregistrement 
DORS/85-230 7 mars 1985 


LOI SUR L'ADMINISTRATION FINANCIERE 


Réglement sur les emprunts des sociétés d’Etat— 
Modification 


C.P. 1985-701 7 mars 1985 


Sur avis conforme du ministre des Finances et en vertu de 
l'article 134* de la Loi sur l’administration financiére, il plait a 
Son Excellence le Gouverneur général en conseil de modifier, 


- conformément a l’annexe ci-aprés, le Réglement sur les 


emprunts des sociétés d’Etat, établi par le décret C.P. 1984- 
3093 du 31 aout 1984**. 


ANNEXE 


1. (1) L’alinéa 3e) du Réglement sur les emprunts des 
sociétés d'Etat est abrogé et remplacé par ce qui suit: 


«e) la conclusion, par une société d’Etat avec une personne, 
une société de personnes ou une association, d’un accord de 
crédit d’approvisionnement en faveur de la société d’Etat, 
qui prend fin aprés une période de 12 mois consécutifs;» 


(2) Le passage de l’alinea 3f) qui précéde le sous-alinéa (i) 
dudit réglement est abrogé et remplacé par ce qui suit: 

«f) l’octroi d'une garantie par une société d’Etat, autre que 

la Société d’assurance-dépots du Canada, a |’égard» 


2. L’article 5 de la version francaise dudit réglement est 
abrogé et remplacé par ce qui suit: 

«5. (1) Une société d’Etat mére est exemptée de |’applica- 
tion du paragraphe 134(3) de la Loi a l’égard d'une opéra- 
tion d’emprunt dont le préteur est une filiale 4 cent pour 
cent de la société d’Etat mére. 


(2) Une filiale a cent pour cent d’une société d’Etat mére 
est exemptée de l’application du paragraphe 134(3) de la 
Loi a l’égard d’une opération d’emprunt dont le préteur est 
la société d’Etat mére ou une autre filiale a cent pour cent 
d’une société d’Etat mére.» 


3. Ledit réglement est modifié par adjonction de ce qui suit: 


«7. (1) Dans le présent article, «société de port locale» 
désigne une société constituée sous le régime de l'article 6.2 
de la Loi sur la Société canadienne des ports. 


(2) La Société canadienne des ports est exemptée de 
‘application du paragraphe 134(3) de la Loi a l’égard des 
emprunts contractés auprés d'une société de port locale en 
vertu du paragraphe 34(2) de la Loi sur la Société cana- 
dienne des ports. 


*S.C. 1983-84, ¢. 31. art. 11 
** DORS/84-742. Gazette du Canada Partie II, 1984. p. 3714 
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(3) A local port corporation is exempt from the applica- 
tion of subsection 134(3) of the Act in respect of a transac- 
tion to borrow money from the Canada Ports Corporation 
pursuant to section 29 of Part II of Schedule I to the 
Canada Ports Corporation Act.” 


EXPLANATORY NOTE 


(This note is not part of the Regulation, but is intended only 
for information purposes.) 


These Regulations 


(a) deem a supplier credit arrangement to be a transaction 
to borrow money where the arrangement matures after a 
period of more than 12 consecutive months; 

(6) make the French version of section 5 conform to the 
English version; 

(c) exclude guarantees by the Canada Deposit Insurance 
Corporation from those guarantees that are deemed transac- 
tions to borrow money; and 

(d) exempt certain borrowings between the Canada Ports 
Corporation and local port corporations from the require- 
ment from Minister of Finance approval of each transaction. 
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(3) Une société de port locale est exemptée de l’applica- 
tion du paragraphe 134(3) de la Loi a l’égard des emprunts 
auprés de la Société canadienne des ports en vertu de l’arti- 
cle 29 de la partie II de l’'annexe I de la Loi sur la Société 
canadienne des ports.» 


NOTE EXPLICATIVE 


(La présente note ne fait pas partie du réeglement et n'est 
publiée qu’a titre d'information.) 


Les modifications visent: 

a) a attribuer la qualité d’opération d’emprunt a4 un accord 
de crédit d’approvisionnement qui vient 4 échéance aprés 
une période de plus de !2 mois consécutifs; 

b) a rendre la version francaise de l'article 5 conforme a la 
version anglaise; 

c) a exclure des opérations d’emprunt les garanties octroyées 
par la Société d’assurance-dépots du Canada; et 

d) a soustraire a l’approbation du ministre des Finances cer- 
tains emprunts de la Société canadienne des ports et des 
sociétés de port locale. 
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SCHEDULE 


REGULATLONS PRESCRIBING THE TIME WITHIN WHICH 
SUMMARIES OF CORPORATE PLANS, OPERATING BUDGETS AND 
CAPITAL BUDGETS OF CROWN CORPORATIONS SHALL BE 
LAID BEFORE PARLIAMENT 


Short Title 


1. These Regulations may be cited as the Crown Corporation 
Summaries Regulations. 


Time for Laying Summaries before Parliament 


2. A summary of a corporate plan, operating budget, capital 
budget or an amendment thereto shall be laid before each House of 
Parliament pursuant to subsection 132(4) of the Pinancial 
Administration Act within the first thirty days on which ‘the 
House is sitting after the corporate plan, operating budget, 
capital budget or amendment thereto has been approved pursuant to 
Secbion 129, 120 .Or sisi Of sthau Aces 
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EXPLANATORY NOTE 


(This note 1S not part of the Regulations, but is intended onl 
bor TAFOERAT ION DOES OR aos + Duk is intended only 
for information purposes only.) 


These Regulations set out the time within which summaries of 
corporate plans, Operating and capital budgets and amendments 
thereto are required to be laid before both Houses of Parliament. 
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